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“Every  difference  of  opinion  is  not  a difference  of  principle.  We  are 
called  by  different  names — brethren  of  the  same  principle.  We  are  all 
Republicans— we  are  Federalists  * * * Let  us  then  with  courage  and  con- 
fidence pursue  our  own  federal  and  republican  principles — our  attachment 
to  our  Union  and  representative  government.” 


« « * ♦ 


“The  constitution  to  which  we  are  all  attached  was  meant  to  be  repub- 
' lican,  and  we  believe  to  be  republican  according  to  every  candid  interpre- 
tation.” 


♦ * ♦ ♦ 


*‘The  party  called  Republican  is  steadily  for  the  support  of  the  present 
constitution.  They  obtained  at  its  commencement  all  the  amendments  they 
desired.”  THOMAS  JEFFERSON. 
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IMPOLICY  OF  THE  PROPOSED  INCOME 

TAX  AMENDMENT 


By  joint  resolution  of  July  5th,  1909,  the  Congress  of  the  United  States 
submitted  to  the  Legislatures  of  the  several  states  a proposed  amendment 
to  the  Federal  Constitution  by  the  terms  of  which  the  Congress  shall  have 
power  to  lay  a direct  income  tax,  without  regard  to  the  rule  of  apportion- 
ment of  the  Constitution,  which  forbids  Congress  to  lay  any  capitation  or 
other  direct  tax  unless  in  proportion  to  the  census.  The  text  of  the  pro- 
posed amendment  follows: 

Article  16.  “The  Congress  shall  have  power  to  lay  and  collect  taxes 
on  incomes,  from  whatever  source  derived,  without  apportionment  among 
the  several  states,  and  without  regard  to  any  census  or  enumeration.” 

The  clauses  which  this  proposed  amendment  effectively  repeals  are: 
Article  1,  Sec.  2.  “Representatives  and  direct  taxes  shall  be  appor- 
tioned among  the  several  states  which  may  be  included  within  this  Union 
according  to  their  respective  numbers,  etc.” 

Article  1,  Sec.  9.  “No  capitation  or  other  direct  tax  shall  be  laid  unless 
in  proportion  to  the  census  hereinbefore  directed  to  be  taken.” 

The  old  Constitution  invests  Congress  with  plenary  power  of  taxation. 
Article  1,  Section  8,  provides:  “The  Congress  shall  have  power  to  lay 

and  collect  taxes,  duties,  imposts  and  excises  to  pay  the  debts  and  pro- 
vide for  the  common  defense  and  general  welfare  of  the  United  States;  but 
ail  duties,  imposts  and  excises  shall  be  uniform  throughout  the  United 
States.” 

It  is  a matter  of  general  knowledge  that  the  tremendous  revenues  of 
the  United  States  which  have  proven  adequate  for  every  national  need  or 
eixgency  are  and  have  been  raised  quite  exclusively  from  the  impost  or 
duties  on  imports  and  excises  or  duties  on  consumption.  The  first  of  these 
is  known  as  the  customs  tariff  and  the  latter  as  internal  revenue.  Con- 
gress has  not  levied,  with  rare  and  minor  exceptions,  any  direct  tax  on 
property  or  persons  within  the  States. 

The  proposed  amendment  will  necessarily  cause  not  only  a fundamen- 
tal change  in  the  organic  law  of  the  republic,  but  will  also  radically  alter 
the  settled  policy  and  practice  of  the  federal  and  state  governments  with 
respect  to  the  division  of  the  revenue  essential  to  the  administration  of 
the  public  functions  respectively  committed  to  each.  The  question  of  policy 
involved  in  the  proposed  amendment  as  the  matter  is  now  presented  to 
the  legislatures  of  the  several  states,  seems  to  have  received  but  scant 
examination  and  attention,  altogether  insufficient  to  insure  that  deliberate 
judgment  by  the  people  and  their  representatives,  without  which  it  is 
highly  impolitic  to  introduce  any  such  changes  into  the  fundamental  law. 

History  of  Income  Tax  Legislation. 

Grover  Cleveland  in  his  message  to  Congress,  December  4,  1893,  re- 
ferred to  the  proposed  bill  for  the  revision  and  equalization  of  the  tariff 
and  said:  “The  Committee  have  wisely  embraced  in  their  plan  a few  addi- 
tional internal  revenue  taxes,  including  a small  tax  upon  incomes  derived 
from  certain  corporate  investments.” 
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every  citizen  of  the  United  St-ites  ivhoH  l»>tceding  calendar  year,  by 

and  every  person  residing  theiein  ’whether' 

be  derived  from  any  kind  of  nmneVtv  , ' feanis,  piohts  or  incomes 

or  from  any  inolssio,  trade  ^ or  salaries 



Direct  and  Indirect  Taxes. 

on  A^u^nsr^'^rn’r  h siKnatiire  of  President  Cleveland. 

August  .4,  18J4.  It  provoked  intense  controversy  as  to  the  meaninu  of 

imuUon“  Th  Con- 

Constit  f ^ giatuitious  oinnions  of  subsequent  commentators  on  the 

J^aTue  to  be  of  little 

and  tile  f ^*Shes  contemi-orary  authority  as  to  the  natui’e  of  these  taxes 

Hi^  or'ortre  w“  Tth""^  v''"  Adam  Smith.’ 

HIS  uoik  on  the  Wealth  of  Nations  tvas  published  in  177G  His  definition 

ottcap.tauon  taxes  precisely  dts  the  personal  income  tax  emJl'Ld  irtl 

ditfe;vnt%pedL''cS'?eymum  upon  every 

able  commodities  These  must  be'naiH  .'°".  and  ta.xes  upon  consum- 

the  contributorrma/noLrss  frL^  th  whatever  revenue 

of  their  stocks  or  from  thrwaaernf  th  P''°f*ts 

attempted  to  proportion  them  to  the  fortune  taxes,  if  it  is 

me?''  f CaSLtio?  m?es”s^^  werepter^ardS  asis?eras"  g?«®" 

1 twithstandmg  the  subtlety  so  persistently  exercised  by  some  lawyers 

tion  H ^ ^ property,  persons,  or  consump- 

on,  the  truth  is  that  all  taxes  are  in  their  nature  income  taxes.  Capita- 
tion taxes  are  direct  income  taxes.  Consumption  taxes  are  indirect  income 
taxes.  Taxes  which  are  not  based  upon  the  revenue  or  income  of  the 
pioperty  or  the  profits  of  capital  or  the  wages  of  persons  taxed,  are  in 
principle  confiscatory  and  a deprivation  of  projierty  without  due  process 
of  aw.  The  government  may  take  of  the  rents,  issues  and  profits  of  land 
in  taxation-when  it  takes  the  land  itself,  it  must  make  compensation 
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Speaking  of  direct  property  taxes  Adam  Smith  said: 

•‘While  property  remains  in  the  possession  of  the  same  person,  what- 
ever permanent  taxes  may  have  been  imposed  upon  it,  they  have  never 
been  intended  to  diminish  or  take  away  any  part  of  the  capita!  value,  but 
only  some  part  of  the  revenue  arising  from  it." 

Direct  taxes  are  those  which  fall  directly  on  the  revenue  or  income 

of  the  property  or  person  taxed,  indirect  taxes  are  those  which  fall  indi- 
rectly upon  the  revenue  of  the  persons  by  being  laid  upon  their  expense. 
Taxes  laid  upon  the  total  revenue  of  a person  are  direct  taxes  upon  that 
person — they  are,  by  definition,  capitation  taxes.  To  lay  taxes  upon  prop- 
erty upon  an  ad  valorem  or  capital  basis  differs  only  in  method  from  laying 
upon  a revenue  basis.  The  latter  may  be  the  more  equitable  method,  and 
while  it  would  he  eminently  proper  to  reform  our  systems  of  direct  tax- 
ation (which  are  in  this  country  quite  exclusively  state  taxes)  upon  such 
equitable  lines  as  are  suggested  by  the  principle  of  income  taxation,  it 
must  not  be  forgotten  that  to  lay  an  ad  valorem  and  an  income  tax  upon 
the  same  subject  of  taxation,  is  double  taxation  of  the  most  flagrant  kind. 

Jefferson's  Classification. 

As  was  stated  by  Thomas  Jefferson: 

“The  taxes  with  which  we  are  familiar  class  themselves  readily  accord- 
ing to  the  basis  on  which  they  rest.  1.  Capital.  2.  Income.  3.  Con- 
sumption. These  may  be  considered  as  commensurate;  Consumption  being 
generally  equal  to  Income  and  Income  the  annual  profit  of  Capital.  A 
government  may  select  either  of  these  bases  for  the  establishment  of  its 
system  of  taxation,  and  so  frame  it  as  to  reach  the  faculties  of  every  mem- 
ber of  the  society,  and  to  draw  from  him  his  equal  proportion  of  the  public 
contributions;  and,  if  this  be  correctly  obtained,  it  is  the  perfection  of  the 
function  of  taxation.  But  when  once  a government  has  assumed  its  basis, 
to  select  and  tax  s])ecial  articles  from  either  of  the  other  classes,  is  double 
taxation.  For  example,  if  the  system  be  established  on  the  basis  of  Income, 
and  his  just  proportion  on  that  scale  has  been  already  drawn  from  every 
one,  to  step  into  the  field  of  Consumption,  and  tax  special  articles  in  that, 
as  broad-cloth  or  homespun,  wine  or  whiskey,  a coach  or  a wagon,  is  doubly 
taxing  the  same  article.  For  that  portion  of  Income  with  which  these 
articles  are  purchased,  having  already  paid  its  tax  as  Income,  to  pay  an- 
other tax  on  the  thing  it  purchased,  it  paying  twice  for  the  same  thing; 
it  is  an  aggrievance  on  the  citizens  who  use  these  articles  in  exoneration 
of  those  who  do  not,  contrary  to  the  most  sacred  of  the  duties  of  a govern- 
ment, to  do  equal  and  impartial  justice  to  all  its  citizens." 

State  and  Federal  Revenue. 

Federal  income  taxes  and  consumption  taxes  cannot  on  any  rational 
principle  stand  together.  Now  under  our  dual  form  of  government  the 
ordinary  federal  basis  is  Consumption,  and  the  state  basis  Capital.  This 
necessarily  produces  double  taxation,  but  the  federal  taxes  may  readily  be 
laid  upon  luxuries,  so  they  are  paid  exclusively  by  the  wealthy  class  who 
purchase  goods  imported  from  foreign  countries,  or  who  consume  such 
articles  of  luxury  as  are  now  subject  to  the  internal  revenue  excises.  To 
add  a federal  income  tax  to  these  is  not  to  only  double,  but  treble  taxation. 
The  direct  property  tax  in  the  states  may  readily  be  converted  into  a tax 
upon  a revenue  or  income  basis,  but  the  federal  government  may  not  do 
this  upon  any  fair  or  politic  grounds  without  abandonment  of  the  tariff 
and  internal  revenue  which  have  developed  and  perfected  by  the  experi- 
ence of  over  a century  of  federal  administration.  The  power  of  the  federal 
government  to  lay  taxes  on  Capital,  Income  or  Consumption  is  plenary; 
however,  the  laying  of  capitation  or  property  taxes  based  upon  Capital  or 
Income  is  rendered  inconvenient  by  the  Constitutional  rule  of  apportion- 

C) 


ment.  It  has,  therefore,  been  seldom  resorted  to.  The  rule  of  apportion- 
ment IS  a salutary  restraint  upon  the  exercise  of  the  direct  taxing  power 
ot  Congress,  and  the  concrete  question  now  before  the  States  is  whether 
or  not  they  shall  voluntarily  remove  the  only  barrier  to  prevent  the  federal 
government  from  entering  upon  a general  scheme  of  direct  internal  taxa- 
tion of  a nature  which  will  prove  most  odious  to  the  American  people  with 
Its  attendant  inquisition  into  private  and  personal  business  and  affairs,  all 
ot  which  IS  subversive  of  the  personal  liberty  they  so  highly  prize  ’and 

the  evils  ot  which  are  more  intolerable  than  a tariff  on  imports,  protective 
or  otherwise. 

Decision  of  the  Supreme  Court, 

The  income  tax  provisions  of  the  Act  of  1894  were  taken  to  the  Supreme 
ourt  of  the  United  States  for  adjudication  as  to  their  constitutionality. 
The  cases  involving  the  constitutionality  of  the.se  taxes  were  argued  twice 
to  the  court,  and  upon  May  20th,  1895,  the  late  Chief  Justice  Fuller,  speak- 
ing for  the  court,  rendered  a notable  constitutional  decision,  which  places 
him  with  Marshall  and  Taney  among  the  greatest  of  the  Chief  Justices  of 
the  United  States,  in  deciding  the  case  the  court  said: 

Our  conclusions  may  therefore  be  summed  up  as  follows: 

First— TV  e adhere  to  the  opinion  already  announced,  that  taxes  on  real 

indisputably  direct  taxes,  taxes  on  the  i^entf  oi  income  oJ 
real  estate  are  equally  direct  taxes. 

Opinion  that  taxes  on  personal  propertv  or  on 
income  of  personal  property  are  likewise  direct  taxes. 

clusive'^^^rthe^Al^t^nrTsQT^^  H Twenty-seven  to  thirty-seven,  in- 

clusi\e,  of  the  Act  ot  1894,  so  far  as  it  falls  on  the  income  of  real  estate 

and  peisonal  property,  being  a direct  tax  within  the  meaning  of  the  Con- 

^ therefore  unconstitutional  and  void,  because  not  apportioned 

according  to  representation,  all  those  sections  constituting  one  entire  scheme 
ot  taxation  are  necessarily  invalid.”  t>cueme 

Reflecting  the  high  sense  of  duty  with  which  this  great  court  has 

always  approached  the  decision  of  constitutional  and  other  questions  the 
Chief  Justice  said: 

1 * “Differences  have  often  occurred  in  this  coui  t — differences  exist  now— 
but  there  has  never  been  a time  in  its  history  when  there  has  been  a differ- 
ence  of  opinion  as  to  its  duty  to  announce  its  deliberate  contusions 
unaffected  by  considerations  not  pertaining  to  the  case  in  hand. 

. Constitution  should  have  been  so  framed  that 

a tax  Of  this  kind  could  be  laid,  the  instrument  defines  the  wartbr  Us 
amendment.  In  no  part  of  it  was  greater  sagacity  displayed.  Except  that 
no  State,  without  its  consent,  can  be  deprived  of  its  equal  suffrage  in  the 

amended  upon  the  concurrence  of  two- 
nf  thA  bouses  and  the  ratification  of  the  l.egislatures  or  conventions 

several  States  or  through  a federal  convention  when  applied  for  by 
the  Legislatures  of  two-thirds  of  the  States  and  upon  like  ratification.  The 
ultimate  sovereignty  may  thus  be  called  into  play  by  a slow  and  deliberate 
process  which  gives  time  for  mere  hypothesis  and  opinion  to  exhaust  theni- 

be  aTseiS  thought  of  every  part  of  the  country  to 

In  explanation  of  the  effect  and  limits  of  the  decision,  the  Chief  Jus- 
tice  further  said: 

VVe  have  considered  the  act  only  in  respect  of  the  tax  on  income 
denied  from  real  estate  and  from  invested  personal  property,  and  have 

much  of  it  as  bears  on  gains  or  profits  from  business, 

) lyileges,  or  employment  in  view  of  the  instances  in  which  taxation  on 
msiness,  privileges  or  employment,  has  assumed  the  guise  of  an  excise  tax 
ind  been  sustained  as  such.  ♦ * ♦ 
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“We  do  not  mean  to  say  that  an  act  laying  by  apportionment  a direct 
tax  on  all  real  estate  and  personal  property,  or  the  income  thereof,  might 
not  also  lay  excise  taxes  on  business,  privileges,  emiiloyments  and  voca- 
tions But  this  is  not  such  an  act,  and  the  scheme  must  be  considered  as  a 
whole.  Being  invalid  as  to  the  greater  part,  and  falling,  as  the  tax  would, 
if  any  part  were  held  valid,  in  a direction  which  could  not  have  been  con- 
templated except  in  connection  with  the  taxation  considered  as  an  entirety, 
we  are  constrained  to  conclude  that  sections  twenty-seven  to  thirty-seven 
inclusive  ot  the  act  which  became  a law  without  the  signature  of  the 
President  on  August  28,  1894,  are  wholly  inoiierative  and  void.” 

Tho  controversy  over  the  definition  of  direct  taxes  has  been  directed 
mainly  to  the  question  as  to  whether  or  not  taxes  on  personal  property 
wmre  direct  taxes.  It  is  admitted  by  all  that  taxes  on  land  or  the  rent, 
issues  and  profits  of  land  are  direct  taxes— also  that  capitation  or  poll  taxes 
are  direct  taxes.  Much  of  this  discussion  both  in  Congress  and  the  courts 
has  dealt  with  the  Hylton  case  decided  by  the  Supreme  Court  at  the  Febru- 
ary term,  1796,  in  which  it  was  held  that  an  annual  tax  on  carriages  was 
a tax  on  Consumption  or  expense,  and  not  a direct  tax  on  Income.  The 
judges  were  all  agreed,  but  gave  their  opinions  seriatim,  as  was  the  custom 
in  those  days.  Mr.  Justice  Chase  said: 

‘Tt  seems  to  me,  that  a tax  on  expense  is  an  indirect  tax;  and  1 think 
an  annual  tax  on  a carriage  for  the  conveyance  of  persons,  is  of  that  kind; 
because  a carriage  is  a consumable  commodity,  and  such  annual  tax  on  it 
is  on  the  expense  of  the  owner.” 

This  was  in  accord  with  the  description  given  by  Adam  Smith  of  taxes 
on  Consumable  Commodities.  He  said: 

“Consumable  Commodities,  whether  necessaries  or  luxuries,  may  be 
taxed  in  two  different  ways.  The  consumer  may  either  pay  an  annual  sum 
on  account  of  his  using  or  consuming  goods  of  a certain  kind;  or  the  goods 
may  be  taxed  while  they  remain  in  the  hands  of  the  dealer,  and  before  they 
are  delivered  to  the  consumer.  The  consumable  goods  which  last  a con- 
siderable time  before  they  are  consumed  altogether  are  most  properly  taxed 
in  the  one  w'ay.  Those  of  which  the  consumption  is  either  immediate  or 
more  speedy  in  the  other.  The  coach  tax  and  plate  tax  are  examples  of 
the  former  method  of  imposing;  the  greater  part  of  the  other  duties  of  excise 
and  customs,  of  the  latter.” 

Now"  it  has  been  sought  to  deduce  from  this  case,  the  doctrine  that 
all  taxes  on  personal  property,  including  the  income  from  investments, 
are  indirect  taxes,  but  the  Supreme  Court  in  the  Pollock  case  restricted 
the  Hylton  case  to  the  point  actually  decided,  that  a carriage  is  a consum- 
able commodity,  and  that  a tax  on  the  same  is  a tax  on  expense,  and 
refused  to  extend  the  effect  of  the  decision  to  include  invested  personal 
property  producing  an  interest  or  income.  Such  personal  property  is 
obviously  not  an  article  of  consumption. 

For  example:  Suppose  a person  having  $100  deposited  in  a savings 

bank,  the  annual  interest  of  which  is  four  dollars,  expends  this  four  dollars 
for  tobacco  for  his  own  consumption.  The  federal  government  lays  an 
excise  on  tobacco,  and  this  tax  falls  indirectly  on  the  income  from  the 
$100.  Then  suppose  Congress  lay  a poll  tax  on  every  person  in  the  coun- 
try, assessing  each  one  according  to  his  income  from  all  sources.  Such  a 
tax  would  fall  directly  on  the  income  from  the  hundred  dollars.  Then  comes 
the  State  and  lays  a direct  tax  on  the  hundred  dollars  as  capital.  This 
falls  directly  on  the  income  from  the  hundred  dollars.  Here  we  have 
treble  taxation.  The  Consumption  tax  is  indirect;  the  Federal  capitation 
tax  and  the  State  capital  tax  are  direct— and  the  hundred  dollars  is  per- 
sonal property,  but  not  an  article  of  consumption. 
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Origin  of  the  Proposed  Amendment. 

Tlie  Suprenu'  C’ourt  thus  seltk'ii  the  constitutiomil  and  legal  point, 
ind  the  (lueslion  is  now  iu*esented  to  the  State  Legislatures  as  one  of 
•■'ederal  and  State  policy.  Xo  State  has  nieinorialized  Congress  that  such 
in  ainendnient  be  submitted.  The  proimsition  did  not  originate  in  the 
louse  of  Uepreseiitatives,  the  popular  house  of  ( ongress,  but  certain  men 
n and  out  of  Congress,  \\  ho  were  piciued  at  th(»  jdain  and  straight-foi’ward 
easoning  of  the  Supreme  Court,  have  ke|)t  up  an  iiicessent  agitation  on 
he  question  and  have  insisted  that  the  decision  was  wrong.  When  Con- 
gress met  in  special  session  to  revise  the  tariff,  the  bill  as  rei)orted  by  the 
ATiys  and  Means  Committee  and  as  it  passed  the  House,  contained  no 
)rovision  for  an  income  tax.  The  House,  under  the  Constitution,  has  the 
exclusive  right  to  originate  revenue  bills.  When  the  House  bill  cime 
o the  Senatts  it  developed  that  a number  of  senators,  led  by  a senator  who 
lad  been  most  i)ersistent  in  his  criticism  of  the  decision  of  the  Supreme 
'ourt,  would  likely  be  able  to  re-enact  the  income  tax  law  of  1894  in  the 
.ery  face  of  the  decision  of  the  Supreme  Court.  It  was  their  determined 
purpose  to  do  so,  although  it  involved  an  audacious  ch.illenge  and  affront 
to  that  great  tribunal  and  would  precipitate  an  unseemly  conflict  between 
wo  co-ordinate  branches  of  the  Federal  Government.  To  avert  such  a dis- 
urbing  issue,  certain  senators,  prominent  among  whom  was  Elihu  Root 
)f  New  York,  with  the  co-operation  of  the  President,  succeeded  in  passing 
-he  corporation  tax  law  which  the  President  had  recommended,  and  the 
natter  of  the  general  income  tax  was  compromised  in  the  resolution  to 
mbmit  the  proposed  amendment,  the  purpose  of  which  is  to  abrogate  the 
Jonstitutional  provisions  which  require  the  apportionment  of  direct  taxes 
iinong  the  States,  by  the  same  rule  which  governs  the  apportionment  of 
epresentatives  in  Congi’ess. 

President  Taft's  Views. 

Referring  to  the  agitation  for  the  amendment  of  the  Constitution,  Wil- 
liam H.  Taft,  at  Cincinnati,  on  July  28,  1008,  had  said: 

*Tn  my  judgment  an  amendment  to  the  Constitution  for  an  income  tax 
is  not  necessary.  I believe  that  an  income  tax,  when  the  protective  system 
of  customs  and  the  internal  revenue  tax  shall  not  furnish  income  enough 
or  the  governmental  needs,  can  and  should  be  devised  which,  under  the 
lecisions  of  the  Supreme  Court,  will  conform  to  tin*  Constitution.” 

Senator  Root’s  Argument. 

During  the  course  of  the  debate  on  the  corporation  tax  in  the  United 
States  Senate,  on  July  1,  1909,  Senator  Pllihu  Root  quoted  this  statement  of 
the  President  and  said: 

“I  agree  with  the  Judgment  of  the  President  * * * j am  for  the 

corporation  tax  because  I think  it  is  better  policy,  better  i)atriotism,  higher 
wisdom  than  the  general  income  tax.  ^ * 

“It  has  so  happened  that  in  the  development  of  the  business  of  the 
United  States,  the  natural  laws  of  trade  have  bten  making  the  distinction 
for  us,  and  they  have  put  the  greater  part  of  the  accumulated  wealth  of 
the  country  into  the  hands  of  corporations  so  that  when  we  tax  them  we 
are  imposing  the  tax  upon  the  accumulated  income  and  relieving  the  earn- 
ings of  the  men  who  are  gaining  a subsistence  for  their  old  age  and  for 
their  families  after  them.  * * * 

“The  corporation  tax  saves  all  of  the  income  tax  that  is  constitutional 
and  can  be  enforced.  It  avoids  the  evils  of  the  income  tax  provision;  it 
avoids  drawing  the  Supreme  Court  of  the  Unite<l  States  through  the  mire 
and  brambles  of  political  controversy;  it  avoids  the  possibility  of  creating 
in  the  eyes  of  the  world,  a conflict  between  the  two  branches  of  our  gov- 
ernment; it  avoids  the  injustice  of  imposing  the  same  duty  upon  the  toiler 


wlu)  is  earning  and  laying  uv  the  capital  for  his  futiire  years,  and  upon 
tlu^  possessor  of  accumulated  w(‘aith.  I assei'l,  sirs,  that  the  income  tax, 
as  it  stands,  is  unwise,  unjust,  unconstitutional — I assert  that  the  corpora- 
tion tax  provision  is  constitutional,  is  just  and  is  wise;  that  it  is  adapted 
to  the  purpose  for  which  it  is  designed;  that  it  is  free  from  the  objections 

that  gath(;r  round  the  broader  measure.  ♦ •+  * 

‘‘liy  the  simple  course  of  dropi>ing  out  trom  this  income  tax  measure 
the  parts  that  are  unconstitutional  under  the  decision  of  the  Supreme 
Court,  that  aie  unjust  according  to  the  acknowledged  judgment  of  all  stu- 
dents of  the  income  tax  ♦ * * and  by  saving  the  tax  upon  the  stored 

up  wealth  of  the  country  invested  in  cori)orations,  called  an  ‘excise,  we 
shall  have  accomi)iished  the  gieat  object  of  the  income  tax.  * * * 

“I  do  not  wish  to  place  in  the  hands  oi  the  Fnited  States  the  material 
for  absorbing  the  iuiictions  of  the  States.  I cherish  as  fondly  the  sover- 
eign powers  oi  the  States  as  i do  the  sovereign  iK)wers  of  the  United  Stales. 

1 believe  this  cmuitrv  is  too  great,  its  people  too  numerous,  its  interests  too 
diversified  to  be  ruled  in  all  its  local  affairs  from  one  central  government 
at  Washington,  ami  while  1 stand  for  the  full  extent,  the  full  vigor,  the 
ever  undiminished  i>ower  of  the  National  Government,  I should  not  abate 
one  hair’s  breadth  from  those  |)owers  of  the  Slates  that  were  established 
when  our  fathers  drew  the  line  between  the  two  sides  of  our  dual  govern- 
ment.” 

Representation  and  Taxation. 

Xo  provisions  of  the  Constitution  were  more  unanimously  insisted  upon 
than  those  which  it  is  now  sought  to  abrogate,  ft  is  by  reason  of  these 
that  the  heavy  hand  of  Federal  taxation  has  not  been  directly  laid  upon 
persons  and  property  within  the  States.  They  were  the  direct  outgrowth 
of  the  ])iinciples  upon  which  the  Revolutionary  war  was  fought,  and  their 
repeal  involves  an  abandonment  of  the  best  traditions  of  the  American 

people. 

Referring  to  the  i'ecii)iocal  relation  between  representation  and  tax- 
ation which  was  written  into  the  very  ground-work  of  the  Constitution, 
Chief  .Justice  John  Marshall  said  in  the  Virginia  convention  of  1829: 

“1  think  the  soundest  principles  of  republicanism  do  sanction  some 
relation  between  representation  and  taxation.  Certainly  no  opinion  has 
received  the  sanction  of  wiser  statesmen  and  patriots.  I think  the  two 
ought  to  be  connected.  1 think  this  was  the  principle  of  the  Revolution- 
the  ground  on  which  the  Colonies  were  torn  from  the  mother  country  and 

made  independent  States.” 

Not  only  did  the  Constitution  retpiire  that  direct  taxes,  like  represen- 
tation, should  be  distributed  among  the  States  by  apportionment,  but  it 
went  further  and  expressly  forbade  Congress  to  lay  any  capitation  or 
other  direct  tax  by  any  other  rule.  The  purpose  of  this  was  not  only  to 
pj’gS0i've  the  representative  principle,  but  also  to  have  the  ordinal  \ Fedeial 
revenues  raised  exclusively  from  duties,  imposts  and  excises  which  weie 
reonired  only  to  he  uniform  throughout  the  United  States  and  to  have 
Congress  reserve  the  direct  taxing  iiower  to  times  of  gieat  national  exigencv 
and  necessity.  Xotwithstanding  all  this,  w’e  have  the  spectacle  todav  of 
persistent  effort  to  resort  to  these  direct  taxes  in  time  of  profound  peace, 
with  Federal  rev'enues  producing  a surplus  and  the  credit  of  the  National 

C.overnment  unlimited. 

it  was  the  generally  iindorstood  opinion  of  the  men  who  framed  the 
Constitution  and  adopted  it,  that  the  dirA-t  taxing  power  should  not  be 
resorted  to  except  in  cases  of  war  or  grave  public  crises  or  exigencies. 
There  is  amide  evidence  of  this  in  the  debates  in  the  fcitate  conventions, 
imt  the  formal  resolutions  of  the  States  are  sufficient  to  show  the  policy 

that  was  determined  upon. 
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States  Against  Direct  Tax. 

Judge  Dana,  in  the  Massachusetts  convention,  sjjeaking  ol  direct  taxes. 
Si  id: 

**lt  is  not  to  be  supposed  timt  they  (the  Congress)  would  levy  such 
u;iless  the  impost  and  excise  should  be  found  insufficient  in  case  of  war.” 

Luther  .Martin,  in  his  report  to  the  Legislatuie  of  Maryland,  said: 

“Direct  taxation  should  not  be  used  but  in  cases  of  absolute  necessity, 
ai  d then  the  States  will  he  the  best  judges  of  the  mode.” 

Chancellor  Livingston,  Roger  Sherman,  Oliver  Ellsworth,  Messrs.  Sedg- 
w ck,  Gore,  Pierce  and  others  might  be  tiuoted  to  the  same  effect. 

1 he  convention  ot  Massachusetts  which  ratified  the  Federal  Constitu* 
ti  )ii.  recommended  this  amendment: 

”41y.  lhat  Congress  do  not  lay  direct  taxes  but  when  the  moneys 
a ising  from  the  im])ost  and  excise  are  insufficient  lor  the  public  exigencies, 
n >r  then,  until  Congress  shall  have  first  made  a reciuisitioii  upon  the  States 
t(  assess,  levy  and  pay  their  resi)ective  proportion  of  such  reQuisition  ac- 
CMiding  to  the  census  fixed  in  said  Constitution  in  such  way  and  manner 
a;  the  Legislatures  of  the  States  shall  think  best  and  in  such  case  if  any 
S ate  shall  refuse  or  neglect  to  pay  its  proportion  pursuant  to  such  requisi- 
tim,  then  Congress  may  assess  and  levy  such  State’s  proportion,  together 
w^th  interest  thereon,  at  the  rate  of  six  per  cent,  per  annum  from  the  time 
oi  payment  described  in  such  requisitions.” 

This  amendment  was  accepted  by  the  States  of  New  York,  New  Hamp- 
sl  ire,  South  Carolina  and  Rhode  Island. 

The  convention  of  New  York  on  July  19,  178S.  resolved: 

“That  Congress  shall  not  lay  direct  taxes  within  this  Slate,  but  when 
moneys  arising  from  the  impost  and  excise  shall  be  insufficient  for  the 
public  exigencies;  nor  then  until  Congress  shall  first  have  made  the  requisi- 
ti  >n  upon  this  State  to  assess,  levy  and  pay  the  amount  of  such  re(iuisition, 
n ade  agreeably  to  the  census  fixed  in  said  Constitution,  in  such  way  and 
n anner  as  the  Legislature  of  this  State  judge  best;  but  in  such  case  if  the 
S ate  shall  neglect  or  refuse  to  pay  its  proportion  pursuant  to  such  requisi- 
ti  >n.  then  the  Congress  may  assess  and  levy  this  State's  proportion,  to- 
g< -ther  with  interest  at  the  rate  of  six  per  centum  per  annum,  from  the 
ti  ne  at  which  the  same  was  required  to  be  paid.” 

The  convention  of  Pennsylvania,  sitting  at  Harrisburg  on  September 
3,  1788,  proposed  the  following  amendment: 

“That  when  Congress  shall  require  supplies  wliich  are  to  be  raised  by 
d rect  taxes,  they  shall  demand  from  the  several  States,  their  respective 
quotas  thereof,  giving  a reasonable  time  to  each  State  to  procure  and  pay 
tie  same,  and  if  any  State  shall  refuse,  neglect  oi‘  omit  to  raise  and  pay 
tl  e same  within  such  limited  time,  then  Congress  shall  have  power  to 
a!  sess,  levy  and  collect  the  quota  of  such  State  together  with  interest  for 
tl  e same  from  the  time  of  such  delinquency,  upon  the  inhabitants  and 
ei  tates  therein,  in  such  manner  as  they  shall  by  law  direct,  provided  that 
n<  • poll  tax  be  imposed.” 

The  convention  of  Virginia  on  June  26,  1788,  resolved: 

“When  Congress  shall  lay  direct  taxes  or  excises  they  shall  immediately 
irform  the  executive  power  of  each  State  of  the  quota  of  such  State  accord- 
irg  to  the  census  herein  directed,  which  is  proposf^d  to  be  thereby  raised, 
a Ld  if  the  Legislature  of  any  State  shall  pass  a law  which  shall  be  effec- 

ti  al  for  raising  such  quota  at  the  time  required  by  Congress  the  taxes  and 
e:  cises  laid  by  Congress  shall  not  be  collected  in  such  State.” 

The  convention  of  New  Hampshire  used  this  language: 

“Direct  taxes  should  he  only  laid  when  monies  arising  from  imposts, 
cises  and  from  other  resources  are  insufficient  for  the  public  exig- 
ei  cies.” 

In  South  Carolina  it  w^as  said: 

“That  the  direct  tax  should  only  l)e  imposed  when  the  moneys  arising 
fr  )ra  duties,  imposts  and  excises  were  insufficient.” 
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Hamilton’s  Scheme  of  Taxation. 

In  strict  coniormity  with  this  policy,  Alexander  Hamilton,  the  first 
Secretary  of  the  Treasury,  oiganized  the  fiscal  system  of  the  United  States 
uijon  the  basis  of  imposts,  excises  and  duties.  The  system  has  been  so 
eminently  successful,  is  founded  upon  such  sound  federal  policy,  is  so 
intimately  related  to  the  i)ow’er  of  Congress  to  regulate  foreign  trade,  lhat 
any  attempt  to  abandon  it  for  any  system  of  direct  internal  taxation  of 
persons  or  pioi)Oity  within  the  States  should  be  met  with  determined  re- 
sistence. 

Alexander  Hamilton,  referring  to  taxes  on  consumption  in  one  of  his 
celebrated  reports  to  Congress,  said: 

“The  ingenious  but  iallacious  hypothesis,  that  all  taxes  on  consumption 
fall  finally  with  acciimmulated  weight  on  land,  is  now  too  generally  and 
too  satisfactorily  exploded  to  require  to  be  combatted  here.  It  has  become 
an  acknowledged  truth  that,  in  the  operation  of  those  taxes,  every  species 
of  capital  and  industry  contribute  their  lU’oportion  to  the  revenue  and  con- 
sequently that  so  far  as  they  can  be  made  substitutes  for  taxes  on  lands, 
they  serve  to  exempt  them  trom  an  undue  share  of  the  public  burthen.” 

John  Marshall  in  his  “Life  of  Washington,”  reviewing  the  debates  in 

Congress,  observed : 

“Neither  would  a direct  tax  be  advisable.  The  experience  of  the  world 
has  proved,  that  a tax  on  consumption  was  less  oppressive  and  more  pro- 
ductive, than  a tax  on  property  or  income.  Without  discussing  the  prin- 
ciples on  which  the  fact  was  founded,  the  fact  itself  was  incontestible.  that, 
by  insensible  means,  much  larger  sums  might  be  drawn  from  any  cliss  of 
men,  than  could  be  extracted  irom  them  by  open  and  direct  taxes.  To  the 
latter  system  there  were  still  other  objections.  The  difficulty  of  carrying 
it  into  operation,  no  census  having  been  yet  taken,  would  not  be  inconsid- 
erable; and  the  expense  of  collection  through  a country  so  thinly  settled, 
would  be  enormous.  Add  to  this,  that  public  opinion  was  believed  to  be 
more  decidedly  and  unequivocably  opposed  to  it,  than  to  a duty  on  ardent 
spirits.  North  Carolina  had  expressed  her  hostility  to  the  one  as  well  as 
the  other,  and  several  other  states  were  known  to  disapprove  of  direct 
taxes.  From  the  real  objection  which  existed  against  them  and  for  other 
reasons  suggested  in  the  report  of  the  secretary,  they  ought,  it  was  said, 
to  remain  untouched  as  a resource  when  some  great  emergency  should 
require  an  exertion  of  all  the  faculties  of  the  United  States.” 
sect  finds  its  doctrines  in  the  Savior  of  Mankind.” 

Jefferson  Approves  Tariff. 

In  1790  when  Jefferson  was  Secretary  of  State  and  Hamilton  was  Sec- 
retary of  the  Treasury,  Jefferson  wrote: 

“The  powers  of  the  government  for  the  collection  of  taxes  are  found 
to  be  perfect  so  far  as  they  have  been  tried.  They  have  been  as  yet  only 
by  duties  on  consumption,  as  these  fall  principally  on  the  rich.  There  is 
a general  desire  to  make  them  contribute  the  whole  money  we  want,  if 
possible.” 

Jefferson  in  the  course  of  his  correspondence  repeatedly  approved  the 
system  of  raising  federal  revenue  from  imposts  and  duties  on  imports,  and 
he  has  frequently  condemned  the  direct  tax  and  the  principle  of  the  direct 
tax. 

When  Jefferson  was  entering  on  his  second  term  as  President,  he  said 
in  his  inaugural  address: 

“The  revenue  on  the  consumption  of  foreign  articles  is  paid  cheerfully 
by  those  who  can  afford  to  add  foreign  luxury  to  domestic  comforts,  being 
collected  at  our  seaboards  and  frontiers  only  and  incorporated  with  the 
transactions  of  our  mercantile  citizens,  it  may  be  the  pleasure  and  pride 
of  an  American,  to  ask  what  farmer,  what  merchant,  what  laborer  ever  sees 
a tax  gatherer  of  the  TMiited  States?  * * * 

“The  suppression  of  unnecessary  offices,  of  useless  establishments 


» 1 « 


Mid  expenses  enabled  us  to  discontinue  our  internal  taxes.  The  covering 
( 1*  our  land  with  olliceis  and  oiiening  our  doors  to  their  iutiusioiis  had 
j Iready  begun,  that  process  ol  domiciliary  vexation,  which,  once  entered, 
15  scarcely  to  be  restiained  trom  reaching  successively  every  article  ol 
j-roduce  and  property." 

On  April  loth,  Isil.  alter  Jefferson  had  retired  to  Monticello,  he  wrote: 

"We  are  all  the  more  reconciled  to  the  tax  on  importations  because 
it  falls  exclusively  on  the  rich.  * ♦ * ta,*t,  the  poor  man  in  this 

( ountry  who  uses  nothing  but  what  is  made  within  his  own  farm  or  family, 
i r within  the  United  States,  pays  not  a farthing  of  tax  to  the  general  gov- 
I rnment.  * * * Om*  revenues,  once  liberated  by  the  dischaige  of  the 

1 ublic  debt  and  its  surplus  applied  to  canals,  roads,  schools,  etc.,  the  farnitr 
vill  see  his  government  supported,  his  children  educated  and  all  the  face 
I'f  his  country  made  a paradise  by  the  contributions  of  the  rich  alone,  with- 
I'Ut  his  being  called  upon  to  spare  a cent  from  his  earnings.  The  pata 
re  are  now  pursuing  leads  directly  to  this  end,  which  we  cannot  fail  to 
; ttain  unless  our  administration  should  fall  into  unwise  hands." 

Referring  to  duties  on  impoi tations,  Albert  CJallatin,  Secretary  of  the 
' 'reasury  in  Jefferson's  cabinet,  said: 

“Without  resorting  to  the  example  of  other  nations,  experience  has 
U'oven  that  this  source  ol  revenue  is  in  the  United  States,  the  most  pio- 
( uctive,  the  easiest  to  collect  and  the  least  burdensome  to  the  great  mass 
< f the  people." 

Stephen  A.  Douglas,  on  January  2nd,  iSr»4,  wrote  to  the  Governor  of 
1 llinois: 

‘‘The  whole  volume  of  revenue  which  now  fills  and  overflows  the  na- 
lional  treasury,  with  the  excei>tion  of  the  small  item  resulting  from  the 
; ales  of  public  land,  is  derived  from  a system  of  taxes  imposed  ui>on  com- 
merce and  collected  through  the  machinery  of  the  custom  houses." 

President  Giover  Cleveland,  on  Decemhei-  fi,  188t>,  said  in  his  second 

Minual  message  to  Congress: 

“It  has  been  the  policy  of  the  government  to  collect  the  piincipal 
>art  of  its  revenues  by  a tax  upon  imports,  and  no  change  in  this  policy 

is  desirable," 

Jefferson  and  the  Constitution. 

Jefferson,  though  not  present  in  the  United  States  at  the  time  the  Con- 
s titution  was  submitted  to  the  State  conventions,  favored  its  ratification, 
liis  policy  was  to  administer  the  Constitution  upon  republican  principles, 
; nd  he  lived  to  see  his  policies  receive  general  ai»probation  by  the  people. 
H'higs  and  Democrats  alike  professed  bis  doctrines. 

The  official  call  for  the  first  national  convention  of  the  present  repub- 
1 can  party,  which  assembled  at  Philadelphia  on  July  17,  1856,  invited  all 
citizens  to  participate  who  were  infavor  of  “restoring  the  action  of  the 
lederal  government  to  the  principles  of  Washington  and  Jefferson." 

The  late  Senator  George  F.  Hoar  of  Massachusetts  said  of  Jefferson: 

“If  we  want  a sure  proof  of  Thomas  Jefferson’s  greatness,  it  will  be 
in  the  fact  that  men  of  every  variety  of  politic^al  opinion,  however  far 
i sunder,  find  confirmation  of  their  doctrine  in  him.  Every  party  in  this 
I ountry  today  reckons  Jefferson  as  its  patron  saint.  ^ ^ ^ Every  polit- 

i?al  sect  finds  its  political  doctrines  in  Jefferson  almost  as  every  religious 
sect  finds  its  doctrines  in  the  Sevior  of  Mankind." 

Jefferson  favored  the  amendment  of  the  Constitution  by  the  limitation 

( f the  President’s  tenure  of  office  to  eight  years  and  by  the  addition  of  a 
Dill  of  Rights.  The  necessity  for  any  formal  amendment  to  accomplish 
Die  first  object  was  obviated  by  the  example  of  Washington,  who  voluntarily 
letired  from  the  Presidency  at  the  end  of  his  secemd  term,  thus  creating  a 
I recedent  which  has  been  religiously  observed  ever  since  and  has  become 
i n unwritten  law  having  its  sure  foundation  in  tlie  customs  of  the  Amer- 
i ^an  people. 
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The  first  amendments  provided  for  the  proposed  Bill  of  Rights,  and 
this  Bill  of  Rights  received  its  proper  complement  by  the  adoption  of  the 
thirteenth  amendment,  which  incorporated  into  the  tundamental  law  of 
the  land  tlu'  jirovision  resi)ecting  the  prohibition  of  slavery  or  involuntary 
servitude  which  .Jefferson  had  written  with  his  own  hand  to  become  a part 
of  the  Ordinance  of  1787,  passed  by  Congress  under  the  Articles  of  Confed- 
eration, for  the  government  of  the  territory  northwest  of  the  Ohio  River. 

Respecting  the  taxing  power  of  Congress  under  the  new  Constitution, 
Jefferson  wrote  from  Paris  under  date  of  December  1,  1787.  a letter  to  E. 
Carrington,  in  the  course  of  which  he  said; 


"As  to  the  new  Constitution,  * * * I have  written  somewhat  lengthily 
to  Mr.  Madison  upon  the  subject  and  will  take  the  liberty  to  refer  you  to 
that  part  of  my  letter  to  him.  I will  add  one  (luestion  to  that  I have  said 
there.  Would  it  not  have  been  better  to  assign  to  Congress  exclusively 
the  article  of  imposts  for  federal  purposes  and  to  have  left  direct  taxation 
exclusively  to  the  States?  1 should  suppose  the  former  fund  sufficient  for 
all  probable  events,  aided  by  the  land  office." 

.Jefferson  afterwards  yielded  the  suggested  objections  to  the  power  in 
Congress  to  lay  a direct  tax,  upon  the  view  that  such  a power  might  be 
necessary  in  time  of  war  when  the  whole  resources  o^"  the  country  should 
be  subject  to  the  power  of  Congress.  But  even  in  this  view  of  the  matter 
the  rule  of  apportionment  of  direct  taxes  has  proven  a very  salutary  re- 
straint upon  any  unnecessary  and  improper  use  of  the  Federal  power  to 
lay  direct  taxes.  There  is  no  more  effective  Avay  to  degrade  the  States 
than  to  unnecessarily  absorb  Iheir  revenues  into  the  Federal  treasury.  The 
uniform  practice  and  policy  of  the  J’^cderal  Government  has  been  in  con- 
sonance with  the  view  of  Jefferson  that  the  ordinary  exercise  of  the  federal 
power  of  taxation  should  be  by  the  duties,  imposts  and  excises.  Those  who 
now  propose  to  break  down  the  federal  Constitution  and  policy  on  this 
(luestion  are  apostate  to  the  republican  faith  of  Thomas  .Jefferson,  no 
matter  how  ardently  they  may  pi  mess  to  adhere  to  the  school  of  politics 
which  he  founded. 


Income  Tax  Unnecessary. 

There  is  no  necessity  for  a federal  income  tax.  The  normal  operation 
of  the  customs  tariff,  in  times  of  peace  has  always  produced  a surplus 
above  the  ordinary  expenditures  of  the  government.  The  revenues  from 
this  source  grow  in  ever  increasing  ratio  with  the  wealth  and  population 
of  the  country.  Without  the  assistance  of  the  excise,  Albert  Gallatin,  the 
foremost  administrative  financier  who  ever  occupied  the  portfolio  of  the 
Treasury,  so  appropriated  the  revenues  to  the  public  needs  that  the  public 
debt  was  soon  in  course  of  speedy  extinction.  The  purchase  of  Louisiana 
and  the  second  war  with  Great  Britain  intervened,  hut  a consistent  adher- 
ence to  his  plans  and  policy  by  those  who  followed  him  in  the  ireasury 
succeeded  in  the  liquidation  of  the  debt  of  the  Revolutionary  War,  the  pur- 
chase of  I.ouisiana,  the  payment  of  the  debt  of  the  War  of  1812  and  enabled 
Levi  Woodbury,  Secretary  of  the  Treasury,  on  December  8th,  1835,  to  report 
to  Congress  the  “unprecedented  spectacle  presented  to  the  world  of  a 
government  virtually  without  any  debts  and  without  any  direct  taxation. 
The  surplus  revenues,  about  thirty-seven  and  a half  millions  of  dollars,  had 
by  an  act  of  Congress  of  the  previous  session,  been  distributed  among  the 

several  states.” 

The  administration  of  the  treasury  in  the  first  term  of  the  presidency 
of  Grover  Cleveland  developed  a great  surplus  in  the  treasury  which  the 
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F'  esideiit,  was  uinviliing  to  dissiiiato  in  wasteful  schemes  of  expenditure. 
FI  )w  much  F)etier  would  it  have  been  to  have  dist'ibuted  this,  too,  among 
tF^e  several  States  for  tlie  benetit  of  the  common  schools  ttian  to  have  left 
the  same  to  be  wasted  in  partisan  extravangance. 

Receipts  and  Expenoitures. 

lender  tiie  present  administration,  the  Secretary  of  Treasury  reports 
a reduction  in  expenditure  in  the  executive  departments  to  the  amount 
of  thirteen  millions  of  dollars,  and  tiiat  the  revenues  for  the  last  fiscal 
yt  ar  (ending  June  30th,  1910)  show  a suiplus  abo\e  the  ordinary  expendi- 
tu  es  of  the  government  fo  the  amount  of  sixteen  millions  of  dollars,  exclu- 
si  e of  expenditures  on  the  Panama  Canal.  Out  of  annual  expenditures 
ai  proximating  GOo  millions  it  requires  less  than  one-thrid  of  this  amount, 
or  2ol  millions,  to  pay  the  whole  cost  of  the  civil  establishment  of  the 
g(  vernznent,  includng  interest  on  the  public  debt  of  over  one  thousand 
m llions,  exclusive  of  over  three  hundred  millions  of  greenbacks  outstanding. 

The  expenditures  of  the  Treasury  for  the  last  fiscal  year  may  be  thus 
su  iiimarized : 

Civil  establishment,  including  all  executive  departments,  legis- 
lative and  judicial  establishments  and  diplomatic  and  con- 
sular service  180  millions 

In  erest  on  the  public  debt 21  millions 

Inlian  service  18  millions 

Ptnsions  160  millions 

M litary  establishment  156  millions 

Xj  val  establishment  123  millions 

It  is  not  improbable  that  a closer  scrutiny  by  Congress  over  expendi- 
tu  -es  in  the  pension  bureau  and  in  the  war  and  naval  establishments,  which 
new  amount  to  438  millions  and  absorb  two-thirds  of  the  ordinary  expendi- 
tu -es  of  the  government,  would  result  in  a saving  < ommeiisurate  with  that 
ac  :;oniplished  in  the  civil  establishment,  and  this  without  impairing  the 
eniciency  of  these  departments  in  the  public  service,  all  of  which  w'ould 
in  rease  the  surplus  to  be  covered  into  the  sinking  fund,  w'hich  is  now 
wi  oily  neglected,  or  be  judiciously  expended  in  public  w^orks. 

The  revenues  for  the  last  fiscal  year  approximate  676  millions  of  dollars, 
wi:h  general  sources  as  follow^s: 

Cl  stoms  334  millions 

In  ernal  revenue,  including  corporation  tax 290  millions 

Piblic  lands  6 millions 

M scellaneous  46  millions 

The  two  great  sources  of  revenue  are  the  impost  or  duty  on  imports 
an  i the  internal  excise  on  distilled  spirits  and  fermented  liquors.  There 
ne  ?d  be  no  diminution  in  the  revenues  from  thesi*  sources. 

Tax  on  Distilled  Spirits. 

The  latter  has  by  no  means  been  exhausted  as  a source  of  revenue. 
There  were  produced  in  the  United  States  in  1910  of  distilled  spirits,  156 
mi  lion  taxable  gallons,  an  increase  of  23  million  taxable  gallons  over  the 
ye  ir  1909.  The  revenue  from  distilled  spirits  in  1910  was  148  millions  of 
do  lars,  which  is  an  increase  of  13  millions  of  dollars  over  1909.  The  excise 
is  $1.10  per  gallon.  The  w’hiskey  traffic  ought  to  be  given  the  limit  of 
taxation,  certainly  all  it  will  stand  without  diminishing  the  revenues.  An 
increase  in  the  tax  to  a dollar  a quart  w'ould  greatly  increase  the  revenue, 


unless  it  reduced  consumption  as  much  as  75  per  cent.  But  then  it  would 
uc  a delectable  condition  to  have  the  consumption  of  w^hiskey  reduced  from 
156  millions  to  40  millions  of  gallons  without  reducing  the  federal  revenues. 
This  would  be  in  accord  with  sound  public  policy,  and  the  federal  govern- 
ment has  all  the  machinery  to  enforce  the  law  in  every  part  of  the  country. 
The  consumption  has  increased  in  spite  of  prohibitory  state  laws.  Here 
is  a rational  remedy  w*hich  is  oiieii  to  none  of  the  objections^  g9nerall>  urged 
against  sumptuary  laws.  It  would  noi  mMinge  upon  personal  liberty.  Any 
man  could  lawfully  acquire  the  article,  if  he  had  the  price.  The  place  of 
whiskey  as  an  article  of  commerce  would  be  reduced  to  that  of  other  drugs. 

Jefferson,  w-ho  had  the  greatest  aversion  to  laws  restrictive  of  per- 
sonal liberty,  denounced  the  consumption  of  ‘Whiskey  w'hich  kills  one-third 
of  our  citizens  and  ruins  their  families.”  Approving  an  increase  in  the 
excise  on  whiskey,  he  said: 

“The  prostration  of  body  and  mind  which  the  clu'apness  of  this  liquor 
is  spreading  through  the  mass  oi  our  citizens,  now  calls  the  attention  ol 
the  legislator  on  a very  different  piiiiciizle.  One  of  his  important  duties  is 
lis  guardian  of  those  who  from  causes  susceptible  of  precise  definition, 
cannot  take  care  of  themselves.  Such  are  infants,  maniacs,  gamblers, 
diunkards.  The  last  as  much  as  the  maniac  requires  restrictive  measures 
to  save  him  from  the  fatal  infatuation  under  wdiich  he  is  destroying  his 
health,  his  morals,  his  family,  and  his  usefulness  to  society.  One  powerful 
obstancle  to  his  ruinous  self-indulgence  would  be  a price  beyond  his  com- 
petence.  As  a sanitary  measure  it  becomes  one  of  duly  in  the  public 

guardians.” 

Referring  again  to  the  excise  of  whiskey  in  a letter  to  Hugh  Xelson, 

dated  Monticello,  April  2nd,  1812,  Jefferson  said: 

“If  the  latter  (the  excise)  could  be  collected  from  those  who  buy  to 
sell  again,  so  as  to  prevent  domiciliary  visits  by  the  officers.  1 think  it  would 
he  acceptable,  and  I am  sure  a w^holesome  tax.” 

The  machinery  for  the  collection  of  the  excise  has  been  perfected  by 
long  experience  and  is  tree  from  domiciliary  \exations. 

Fermented  Liquors, 

Of  fermented  li(;uors,  beer,  alo  and  porter,  etc.,  there  were  produced 
in  the  United  States  in  1910,  60  million  bairels,  or  one  billion,  eight  hundred 
million  gallons.  The  excise  on  fermented  liquors  is  a dollar  a barrel.  The 
revenue  from  this  source  w'as  60  millions  of  dollars,  an  increase  of  3 mil- 
lions of  dollars  over  1909,  when  the  production  w’as  57  million  barrels.  Of 
course,  the  consumption  of  beer  and  ale  is  harmless  as  compared  with  thrt  of 
whiskey  and  distilled  spirits.  The  excise  is  merely  nominal.  It  amounts 
to  3 1-3  cents  a gallon.  If  this  were  increased  to  5 cents  per  gallon,  or  a 
dollar  and  a half  a barrel,  it  would  augment  the  revenues  of  the  govern- 
ment, on  the  present  consumption  of  60  million  barrels,  thirty  millions  of 
dollars.  It  is  not  to  be  expected  that  this  slight  increase  would  materially 
reduce  consumption.  The  prohibition  laws,  however,  are  more  effective 
in  preventing  the  manufacture  and  consumption  of  beer  than  of  whiskey, 
because  of  the  greater  bulk  of  the  barrels  and  bottles  in  w’hich  fermented 
liquors  are  handled  in  commerce. 

This  liquor  question  is  calling  for  national  regulation,  and  the  exercise 
of  the  federal  taxing  pow^er  is  a much  more  sensible  remedy  than  the 
schemes  for  interfering  with  interstate  commerce  which  are  being  urged 
upon  Congress.  If  a revision  and  equalization  of  the  duties  on  imports 
should  result  in  a diminution  of  revenue  from  that  source,  the  excise  on 
distilled  spirits  and  fermented  liipiors  may  be  raised  to  cover  part  or  all 

of  the  deficiency. 
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Corporation  Tax. 

1 hen  there  is  the  tax  on  the  net  profits  ol‘  corporations.  These  profits 
loi  the  fiscal  year  ending  June  3oth,  1910,  amounUMl  to  three  billions,  one 
liM  idred  and  twenty-five  millions  ot  dollars.  Here  is  a source  that  ought 
to  satisfy  any  federal  income  taxer.  The  tax  yielded  $2tJ,872,270.  If  the 
ext  inption  of  J^5,000.00  were  repealed — and  this  exemption  constitutes  the 
most  serious  objection  pressed  against  the  tax— the  -xcise  of  two  per  cent, 
wo  lid  have  raised  from  this  source  sixty-two  and  a aalf  millions  of  dollars. 
If  the  numerous  trust  companies,  insurance  corporations,  and  building 
associations  which  are  now  excepted  from  the  excist;,  were  included  within 
its  provisions,  it  would  produce  a tremendous  increase  in  the  revenues 

The  principle  of  the  corporation  tax  is  supported  by  sound  American 
precedents.  As  early  as  18UU,  Jeffeison  observed  in  a letter  to  T.  M. 
Ka  idolph; 

**A  tax  on  public  stock,  bank  stocks,  etc.,  is  to  be  proposed.  This  would 
bri  ig  150  millions  into  contribution  with  the  lands  and  levy  a sensible 
prc  i)ortion  of  the  expense  ol  the  war  on  those  who  ate  so  anxious  to  en- 
ga^  e in  it.” 

President  Taft  on  Corporation  Tax, 

Speaking  of  the  corporation  tax  provisions  of  ihe  Payne  Tariff  Law, 
at  Jenver,  Sept.  21st,  1909,  President  William  H.  Taft  used  these  words: 

“Under  the  conditions  that  existed  with  reference  to  the  Constitu- 
tion, it  seems  to  me  clear  that  the  coiporation  tax  .s  an  equitable  burden. 
It  s a tax  easily  collected,  one  that  no  corporation  can  escape,  one  in 

\vh  ch  perjury  cannot  play  any  important  part  at  ail  in  an  effort  to  esca?^  ^ 
* 

“We  have  had  very  little  experience  with  income  taxes  in  this  country, 
but  those  we  have  had  have  shown  the  inquisitional  feature  to  be  most 
hai  passing,  i.  e.,  the  power  given  to  collectors  of  internal  revenue  and 
dei  uty  collectors  to  look  into  a man's  private  affairs  and  to  compel  him 
to  iroduce  his  private  papers  in  order  that  his  actual  income  may  be  ascer- 
taii  ed.  Moreover,  the  most  objectionable  feature  of  the  tax  is  the  premium 
upca  perjury,  which  it  offers  to  those  who  are  willing  to  conceal  their 
inc  uiie  a matter  not  at  all  difficult  to  do — and  who  thus  subject  to  a much 
heavier  proimrtionate  burden  those  who  are  conscientious  in  making  their 
returns  and  who  pay  their  tax  as  the  law  intended.  * * * q^his  is  a 
pra  ?tical  argument  in  favor  of  the  corporation  income  tax  as  against  the 
ind  vidual  income  tax,  and  is  altogether  unanswerable.  ^ ^ 

"Of  course,  it  will  be  said  by  those  who  are  op])osed  to  the  income 
tax  that  there  will  be  a disposition  to  impose  a direct  income  tax  merely 
as  i means  of  collecting  ordinary  income  taxes  in  normal  times  and  that 
no  iistinction  can  bo  made  in  the  constitution  by  which  the  power  to  levy 
sue  1 a tax  can  be  limited  to  times  of  emergency,  b<^cause  it  is  impossible 
to  (.escribe  what  the  emergency  should  be.  I agree  with  that,  and  I agree 
tha  there  is  a probability  that  at  times  the  desire  to  tax  accumulated 
wei  1th  will  lead  to  the  movement  in  favor  of  a direct  income  tax,  but  I am 
als(  confident  that  its  inquisitional  character  and  the  fact  that  in  time 
the  opportunity  for  perjury  will  show'  it  to  be  so  ineffective  in  reaching 
the  persons  w’hom  it  is,  sought  to  reach,  by  a pro]>ortionate,  that  it  w'ill 
be  .vise  to  adopt  the  course  taken  in  England  and  other  countries  having 
gre.  Lt  experience  with  such  a tax,  and  to  follow  the  course  of  our  corpora- 
tior  tax  rather  than  by  direct  personal  imposition  except  in  great  emer- 
gen ies.” 

Extension  of  the  Excise. 

The  excise  may  further  be  extended  w'idely  into  the  field  of  nianu- 
faot  ire  and  trade.  It  can  be  made  to  reach  every  article  of  personal  prop- 
ert>  as  the  same  is  produced,  manufactured,  or  consumed. 

The  principle  of  the  corporation  tax  may  be  extended  to  the  profits  of 
the  employment  of  capital  by  natural  persons  and  associations  of  persons, 
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and  the  constitutional  right  of  Congress  to  lay  duties  may  levy  a tax  upon 
every  transaction  in  iJersoual  property  and  the  transter  and  devolution  ot 
Hie  title  to  lands. 

The  federal  taxing  power  is  plenary  under  the  old  Constitution.  It 


is  ade(]uate  for  every  need  and  is  capable  ot  expansion  to  every  emergency 
of  the  federal  government.  The  excises,  iinposts  and  duties  produce  an 
adequate  revenue  which  flows  in  a steady  stream  in  and  out  of  the  treasury 
to  pay  the  cuirent  and  ordinary  exjienses  of  the  government  as  the  same 
arise.  If  these  two  revenues  in  their  aggregate  annual  amount  of  hun- 
dreds of  millions  were  drawn  from  the  channels  of  trade  in  a single  annual 


payment  by  a direct  annual  tax,  it  would  provoke  a serious  disturbance 

in  the  finances  of  the  country. 

Waste  of  Federal  Revenues. 


There  is  no  need  to  change  the  general  fiscal  i)olicy  of  the  government 
as  it  relates  to  the  collection  of  the  revenues.  It  is  in  the  field  of  appro- 
priations and  exj)enditures  of  the  revenue  that  there  lies  the  need  of  greater 
efficiency  to  pi’event  waste.  Here  is  a good  field  for  the  "conservation 
of  national  resources.”  The  prodigality  manitested  in  expenditures  o! 
public  funds  has  not  been  less  ilangrant  than  that  manitested  in  the  admin- 
istration of  the  public  domain.  There  have  been  altogether  too  many  "pork- 
barrels”  for  sectional  and  partisan  uses. 

In  1854  Senator  Stephen  A.  Douglass  gave  a characteristic  description 
of  a habit  of  malappropriation  of  which  the  present  generation  has  not 
been  w'ithout  conspicuous  examples: 

“A  legislative  omnibus  was  formed  in  which  all  sorts  of  works  were 
crowded  together,  good  and  bad,  wise  and  foolish,  national  and  local,  all 
crammed  into  one  bill  and  foiced  through  Congress  by  the  pow'er  of  an 
organized  majority  after  the  fearful  and  exhausting  struggle  of  a night 
session.  * * * The  result  was  a simple  re-enactment  ol  tormer  scenes. 

Machinery,  implements,  and  materials  purchased,  the  works  recommenced, 
the  money  exhausted,  subsequent  appropriations  withheld  and  tbe  opera- 
tions suspended  without  completing  the  improvements  or  contributing  ma- 
terially to  the  safety  of  navigation.  Indeed,  it  may  well  be  questioned 
whether,  as  a general  rule,  the  money  has  been  wisely  and  economicall> 
applied,  and  in  many  cases  whether  The  expenditure  has  been  productive 
of  any  iisful  results  beyond  the  mere  distribution  of  so  much  money  among 
contractors,  laborers  and  superintendents  in  the  favored  localities,  and  in 
others  whether  it  has  not  been  of  positive  detriment  to  the  navigating 

interest.”  , , , 

At  that  time  Senator  Douglass  said  that  hundreds  of  millions  had  beer 

sunk  in  the  Mississippi  River  by  just  such  methods. 

Income  Tax  Delusion. 

Some  good  people  have  thought  that  an  increase  of  taxation  and  rev- 
enues to  the  annual  amount  of  two  hundred  millions  trom  a direct  income 
tax  w'ould  correct  the  tendency  to  extravagance  and  result  in  the  ultimate 
reduction  of  taxation.  This  delusion  is  thus  exposed  by  Raleigh  C.  Minor, 
Professor  of  Law'  in  the  University  of  Virginia: 

“Heed  not  the  siren  voice.  The  spirit  of  extravagance  grows  by  that 
it  feeds  on.  It  will  never  be  curbed  by  the  feeling  of  repletion.  Its  capac- 
ious niaw'  constantly  craves  more.  It  holds  tightly  all  it  has  once  acquired 
and  W'ill  never  release  a source  of  revenue  once  opened  to  it,  unless  forced 
by  long  and  arduous  struggle  to  disgorge.  Let  not  the  poor  man  fiatter 
hhnself  that  his  burdens  will  be  decreased  under  this  amendment,  nor  that 
the  levy  of  such  a tax  will  materially  check  the  attainment  of  ill-gotten 
wealth.'  The  dishonest  men  of  fortune,  on  the  contrary,  will  probably 
escaite  without  much  difficulty  the  burdens  of  the  tax,  leaving  it  to  tall 
all  the  more  heavily  upon  the  honorable  and  the  upright. 
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'J  tie  cause  of  reform  and  correction  will  be  best  promoted  by  the 
more  efficient  administration  of  the  appropriation  of  public  moneys.  There 
has  1 een  much  improvement  made  by  the  present  Secretary  of  the  Treas- 
ury. The  annually  increasing  deficit  has  been  stopped  and  a surplus  created 
whicli  is  being  applied  to  the  construction  of  the  Panama  Canal,  thus  elim- 
inati  ig  in  a certain  measure  the  issuance  of  the  bonds  authorized  by  . 

Cong  -ess  for  that  purpose.  I 

Motives  of  the  Agitators.  L 

^ 'here  being  no  present  national  exigency  which  requires  the  laying  of  ^ 

a diiect  tax  on  persons  and  property  within  the  States,  the  States  not  I 

havii  g memorialized  Congress  that  the  proposed  amendment  be  submitted,  I 

and  he  agitation  for  the  amendment  of  the  Constitution  having  been  arti- 
ficially  fomented  and  it  being  altogether  an  ill-considered  scheme,  it  may  T 

be  well  to  inquire  as  to  the  reasons  which  move  those  who  are  really  in  i 

favo  ■ of  the  amendment.  These  readily  divide  themselves  into  three  classes: 

].  Those  who  favor  free  trade  and  the  abandonment  of  the  whole  * 

tariff  system. 

2.  Those  w'ho  favor  the  use  of  the  taxing  power  of  the  federal  govern-  i 

. ^ 

mem  not  for  revenue  purposes  but  for  the  reduction  of  private  wealth.  This 
is  ai  avowed  part  of  the  “New  Nationalism.” 

; . Those  who  apprehend  some  terrible  national  exigency  or  crisis 

» 1 

whica  will  require  the  imposition  of  a direct  tax,  wh’ch  can  be  done  with  v 

mort  convenience  if  the  provisions  of  the  Constitution  requiring  apportion- 
men  be  abolished. 


Free  Trade. 

AS  to  free  trade,  it  is  not  a traditional  American  doctrine.  It  is  more 
intin  ately  connected  with  the  name  of  John  C.  Cauhoun  than  with  that 
of  a ly  other  of  our  statesmen.  The  attempted  nullification  of  the  tariff 
law^s  by  South  Carolina,  which  w^as  so  sternly  rebuked  by  Andrew'  Jackson, 
is  ai  example  of  its  impracticability  in  this  country.  The  Democratic  cry 
of  “ ^^ree  trade  and  sailors’  rights,”  w'bich  was  heard  during  the  War  of 
1S12  had  no  direct  relation  to  the  policy  of  laying  duties  upon  imports, 
hut  was  directed  against  piracy  on  the  high  seas,  the  impressment  of 
Ame  Jean  seamen,  and  the  violation  of  neutral  maritime  commerce  w'hich 
had  lecome  so  flagrant  at  that  period. 

The  old  controversy  betw'een  tariff  for  revenue  and  tariff  for  protec- 
tion has  been  worn  threadbare  and  the  distinction  is  of  no  practical  impor- 
tanc  The  tariff,  being  in  its  nature  discriminatory  against  foreign  goods, 
in  favor  of  home  manufactures,  any  tariff  is  necessarily  protective  in  degree. 

)f  course,  the  tariff  is  a tax,  and  like  any  other  necessary  lax  it  ought 
to  b(  revised  and  equalized  and  be  adjusted  to  fall  as  lightly  upon  the  neces- 
sities of  life  as  may  be.  This  w^ork  should  be  approached  by  the  members 
ot  t le  political  branch  of  the  government  with  minds  unprejudiced  by 
part  san  or  sectional  passions. 

fefferson  had  an  open  mind  upon  this  question  of  ])rotection.  He  said: 
*How'  far  it  may  be  the  interest  and  duty  of  all  * * * to  pay  for  a 

tinif  an  impost  on  the  importation  of  certain  articles,  in  order  to  encourage 
thei  manufacture  at  home  or  an  excise  on  others  injurious  to  the  morals 
or  1 ealth  of  the  citizens  will  depend  upon  a series  of  considerations  of 
another  order  and  beyond  the  proper  limits  of  this  noie.” 

n 1823,  three  years  prior  to  his  death,  Jefferson  wrote: 
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"i  do  not  mean  to  say  that  it  may  not  be  for  the  general  iuteiest  to 
foster  certain  infant  manuiactuies,  until  they  are  stioug  enough  to  stand 
against  foreign  rivals.” 

Ce]  tainiy  Democrats  ought  to  consider  this  question  with  minds  as  uin 
piejudictd  as  that  of  the  great  politician  whose  doctrines  they  i)roiess. 

Comnieice  is  a great  agent  of  peace  and  civilization.  It  should  be 
free  from  arbitrary  restrictions,  but  it  should  bear  its  proportion  of  the 
public  burdens.  Army  and  navy,  rivers  and  harbors,  courts  and  consulaces 
aie  in  large  measure  maintained  for  its  immediate  security  and  protection. 
Those  who  follow  commercial  pursuits  are  among  the  most  judicious  and 
enlightened  of  our  citizens.  The  laying  oi  taxes  on  commerce  should  have 
the  effect  of  directing  their  attention  to  the  wise  appropriation  of  public 
juoneys  and  the  limitation  of  taxation  to  the  reasonable  public  needs. 


Confiscation  of  Private  Wealth, 

As  to  the  exercise  of  the  taxing  power  for  the  reduction  of  private 
wealth,  it  is  not  a traditional  American  policy.  The  “New  Nationalism” 
advocates  a graduated  income  tax.  Jefferson  said:  “Taxes  on  consumption 

like  those  on  capital  or  income,  to  be  just  must  be  uniform.”  There  is  no 
principle  more  plainly  written  into  American  constitutional  law  than  the 
inviolability  of  contractual  obligations  and  vested  property  rights.  To 
quote  Jefferson  again: 

“Whether  property  alone,  and  the  whole  of  w'hat  each  citizen  pos- 
sesses, shall  be  subject  to  contribution,  or  only  its  surplus  after  satisfying 
his  first  wants,  or  whether  the  faculties  of  body  and  mind  shall  contribut*^ 
also  from  their  annual  earnings,  is  a question  to  be  decided.  But,  when 
decided,  and  the  principle  settled,  it  is  to  be  equally  and  fairly  applied  to 
all.  To  take  from  one,  because  it  is  thought  that  his  own  industry  and 
that  of  his  fathers  has  acquired  too  much,  in  order  to  spare  to  others,  or 
whose  fathers  have  not  exercised  etiual  industry  and  slvill,  is  to  violate 
arbitrarily  the  first  principle  of  association,  ‘the  GUARANTEE]  to  every 
one  of  a free  exercise  of  his  industry,  and  the  fruits  acquired  by  it.'  If 
the  overgrown  wealth  of  an  individual  be  deemed  dangerous  to  the  Slate, 
the  best  corrective  is  the  law  of  equal  inheritance  to  all  in  equal  degree; 
and  the  better,  as  this  enforces  a law  of  nature,  while  extra  taxation  vio- 
lates it.” 

Upon  this  question  President  William  H.  Taft  said  in  the  course  of 
an  address  delivered  at  Denver  on  September  21,  1909: 

“The  proper  authority  to  reduce  the  size  of  fortunes  in  the  State  rather 
than  the  central  government.  Let  the  State  pass  laws  of  inheritance  which 
shall  require  the  division  of  great  fortunes  between  the  children  of  ihe 
decedents  and  shall  not  permit  a multi-millionaire  to  leave  his  fortune 
in  trust,  so  as  to  keep  it  in  a mass;  make  much  more  drastic  the  rule 
against  perpetuities  which  obtains  at  common  law,  and  then  impose  a heavy 
and  graduated  inheritance  tax  which  shall  enable  the  State  to  share  largely 
in  the  proceeds  of  such  accumulations  of  wealth,  which  could  have  hardly 
been  brought  about  save  through  its  protection  and  its  aid.  In  this  way 
gradually  but  effectively  the  concentration  of  wealth  in  one  hand  or  a few 
hands  will  be  neutralized,  and  the  danger  to  the  republic  which  has  been 
anticipated  by  a continuation  through  generations  for  such  accumulating 
fortunes  will  be  obviated.” 
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Unfounded  Apprehensions, 

.ts  to  the  aggrandizement  of  the  powers  of  federal  government  in 
anticipation  of  some  national  exigency,  it  is  not  a traditional  American 
polic*^.  The  American  people  are  in  favor  of  the  full  and  efficient  exercise 
of  ti  e constitutional  powers  of  the  federal  government,  but  they  are  also 
attac  hed  to  what  Hamilton  called  the  “residuary  sovereignty  of  the  States.” 
The}  will  not  have  the  “United  States  of  America”  be<;ome  the  “Republique 
Ame-icaine.”  No  plan  for  the  reduction  of  this  residuary  sovereignty  and 
the  ' ;entralization  of  power  in  the  federal  government  has  ever  been  pro- 
pose I which  has  the  potentiality  of  the  amendment  to  repeal  the  Constitu- 
tion£  1 provisions  which  require  the  apportionment  ol  direct  taxes  among 
the  states  according  to  the  enumeration  of  the  federal  census. 

AS  to  the  exigency  of  war — the  country  will  never  again  encounter  a 
crisi  3 equal  to  that  of  1861,  when  its  foreign  commerce  became  destroyed  and 
its  r*  venue  laws  subjected  to  de  facto  suspension  in  the  Confederate  States. 

''he  soundest  policy  is  to  use  the  surplus  revenues  of  peace  to  pay 
the  ( ebt  of  war  and  thus  keep  the  public  credit  unimpaired  for  any  eventu- 
ality of  war.  Under  the  foreign  policy  inaugurated  b\  Washington,  no  for- 
eign country  has  ever  had  just  cause  for  war  against  the  United  States. 
Our  people  may  be  proud  of  the  contributions  of  American  diplomacy  to 
inter  lational  peace  and  justice,  and  may  look  forward  to  the  day  when 
civil  zation  shall  prevent  the  unlawful  use  of  force  between  nations 
as  e fectually  as  it  has  violence  between  man  and  man.  Our  country  has 
a se<  urity  in  the  affections  and  loyalty  of  its  free  citizens  which  cannot  be 
strer  gthened  by  any  changes  in  the  Constitution, 

It  was  never  truer  than  it  is  today  “that  no  free  government  or  the 
hlesOng  of  liberty  can  be  preserved  to  any  people  but  by  a firm  adherence 
to  justice,  moderation,  temperance,  frugality  and  virtue,  and  by  a frequent 
recul  rence  to  fundamental  principles.” 


LIMITATIONS  OF  THE  INCOME  TAX 


As  it  relates  to  taxes  on  property  (excluding  the  profits  of  business 
and  the  wages  of  labor)  the  essential  difference  between  the  property  tax 
and  the  income  tax  is  that  in  the  first  the  property  is  assessed  on  a capital 
or  ad  valorem  basis  and  in  the  latter  the  owner  of  the  property  is  taxed 
on  the  basis  of  his  income  from  the  property.  Both  are  methods  of  direct 
taxation.  The  capital  tax  in  a direct  way  reaches  the  income  of  the  prop- 
erty and  the  ca])itation  tax  according  to  the  income  in  a direct  way  reaches 
the  income  of  the  property. 

The  income  tax  is  derived  from  the  old  English  poll  taxes.  The  Ameri- 
can system  is  to  tax  property  rather  than  persons.  As  to  how  far  the 
natuial  eriuities  of  the  principal  of  income  taxation  may  be  applied  to 
direct  taxes  is  a proper  subject  of  incpiiry.  What  is  said  here  has  no 
application  to  taxes  on  consumable  commodities,  which  aie  taxes  on  ex- 
pense and  thus  indirect  taxes  on  income. 

The  equitable  principle  of  laying  taxes  upon  subjects  according  to 
their  revenue  or  income  is  thus  stated  by  Adam  Smith; 

“The  subjects  of  every  state  ought  to  contribute  towards  the  suppoit 
of  the  government  as  nearly  as  possible,  in  proportion  to  the  revenue  which 
they  respectively  enjoy  under  the  protection  of  the  state.” 

Now  there  are  certain  limitations  which,  in  America,  arise  from  the 
nature  of  the  federal  goveinment  of  the  United  States  and  the  general 
division  of  revenue  between  the  states  and  the  United  States  upon  the  line 
indicated  by  the  terms  direct  and  indirect  taxes.  These,  as  well  as  the 
American  objection  to  capitation  taxes,  must  always  be  home  in  mind  in 
considering  the  English  precedents. 

It  is  believed  that  the  general  souices  of  income  in  this  country  may 
be  divided  into  four  classes,  and  the  limitations  of  application  of  the 
income  tax  determined  as  to  each. 

1.  Rent  and  issues  of  real  estate,  including  rent  of  houses,  grotind 
rents,  and  issues  and  produce  of  farms. 

2.  Gains  and  profits  of  capital,  including  the  dividends  of  all  cor- 
porations, firms  and  licensed  traders  engaged  in  commerce,  transportation, 
manufacture,  fabrication,  merchandising,  banking,  insurance,  and  other 
business  pursuits  employing  capital  stock  (exclusive  of  agriculture. I 

3.  Interest  on  loans,  including  securities,  bonds,  mortgages,  deben- 
tures, notes  and  other  evidences  of  indebtedness,  unsecured  debts  and 
money. 

4.  Wages  of  labor  and  earnings  of  personal  and  professional  service  of 
all  kinds  and  salaries  of  offices. 

1. 

LAND  TAXES. 

As  to  taxes  on  land  and  the  rents  and  issues  of  the  same,  it  is 
better  to  lay  these  on  a capital  rather  than  an  income  basis  because  it  is 
desired  not  only  to  tax  the  actual  rents  and  issues  but  to  tax  the  potential 
revenues  of  land,  for  it  is  unjust  that  one  who  owns  vacant  and  unpro- 
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ducti^e  property  of  great  value,  especially  in  cities,  sliould  escape  proper 
taxati  )ii  because  he  fails  to  inipiove  or  use  his  land. 

It  is  generally  conceded,  however,  that  the  arbitrary  method  of  valua- 
tion 1 racticed  by  assessors  in  fixing  the  "market”  value  of  lands  and  im- 
l>rove  iients  results  in  gross  ine(iualities  and  injustice  in  land  assessments, 
the  h St  requisites  of  which  are  equality  and  uniformity.  It  is  quite  impera- 
tive that  some  rule  be  devised  which  shall  displace  the  arbirtary  opinions 
and  estimates  of  assessors.  Such  a rule  could  be  developed  upon  the  prin- 
ciple of  capitalizing  the  revenue  actual  and  potential  of  lands  to  determine 

the  v iluation  for  assessment  of  direct  taxes. 

1 he  annual  rental  value  of  agricultural  and  grazing  lands  may  be  ap- 
proxi  uately  ascertained  in  any  given  locality.  The  rent  of  houses  and 
impn  vements  is  also  susceptible  of  approximate  ascertainment.  The  rents 
of  h\  ildings,  especially  in  cities,  may  be  divided  into  house  rents  and 
groui  d rents.  The  actual  value  of  the  building  may  be  asceitained  and 
after  allowing,  say  5 per  cent,  on  this  value  tor  the  house  rent,  the  remainder 
represents  the  ground  rent.  These  ground  rents  may  be  taken  as  indicat- 
ing tie  ground  rents  for  vacant  property  similarly  situated.  This  would 
seem  to  be  the  limit  of  the  proper  application  of  the  principle  of  income 
taxat  on  to  lands,  houses  and  improvements. 

he  same  principles  apply  to  factory  sites  and  ground  occupied  by  an> 
othei  structures.  Experience  could  develop  this  system  into  an  equitable 
ineth  :>d  of  assessment  to  take  the  place  of  the  present  antiquated  and  un- 
just system. 

Kevenues  from  lands  including  ground  rents  could  go  to  the  state  and 
revel  ues  from  city  houses  to  municipalities  which  afford  fire  and  police  pio- 
tecti'in  for  such  improvements.  It  might  be  good  policy  to  exempt  the 
hous  *s  and  improvements  on  farms  from  state  taxation,  for  the  encourage- 
menl  of  agriculture,  and  the  wider  distribution  of  the  people,  leaving  such 
improvements  to  be  taxed  for  county  and  local  government  when  the  neces- 
sity for  the  organization  of  new  towns  and  municiiialities  may  arise. 

'^he  rule  of  apportionment  makes  it  inconvenient  for  the  federal  gov- 
ernn  ent  to  assess  lands  and  rents  in  the  states.  It  is  admitted  by  all  that 
such  taxes  are  direct  taxes,— and  it  was  decided  by  the  Supreme  Court  in 
the  ^ollock  case  that  when  such  rents  are  taxed  by  a direct  imposition  on 
the  owner  of  the  same  based  upon  his  income  from  all  soinces,  that  this 
tax  s a direct  tax  on  the  land.  Lands  now  generally  sustain  nearly  the 
who  e burden  of  taxation  for  state  and  municipal  purposes.  They  must  con- 
tinii'  to  do  so.  We  may  as  well  abandon  local  government  and  the  functions 
of  tl  .e  states,  if  Congress  is  to  invade  the  field  of  diiect  taxation  of  lands, 
und(r  the  guise  of  an  income  tax  or  otherwise,  and  thus  divert  into  the 
fede  al  treasury  moneys  which  should  rather  be  used  for  the  support  of 
stat<‘  police,  judiciary,  sanitation,  education,  municipal  and  internal  im- 
pro\ements  which  are  so  necessary  to  the  health,  welfare  and  security  of  the 
peoi  le.  The  capital  or  ad  valorem  tax  on  land  will  not  be  abanandoned  and 
to  Ity  an  additional  tax  on  the  revenue  of  lands  is  a double  burden  upon 
the  freeholders  who  constitute  the  most  sturdy  and  loyal  supporters  of 
oi'g£  nized  societ'^' 

II. 

PROFITS  OF  BUSINESS. 

The  tax  on  the  dividends  of  corporations  and  associations  of  ])ersons 
emi;  loying  a capital  stock  is  not  a direct  tax  on  property  as  such,  and  is  not 
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a diiect  tax  on  persons,  but  it  is  a tax  on  the  gams  and  profits  of  business. 
The  federal  government  has  power  to  lay  such  a tax  without  apportionment 
and  it  is  believed  that  this  tax  is  capable  with  the  stamp  duties  of  reaching 
all  the  productive  wealth  -of  the  country  excepting  only  the  rents  and 
issues  of  land  and  the  wages  of  labor — the  indirect  federal  taxes,  however, 
fall  on  these  in  common  with  all  sources  of  revenue. 

The  levy  of  an  annual  capital  tax  by  arbitrary  valuation  on  business 
concerns  is  a very  irrational  method  of  assessment.  The  same  is  true  of 
an  annual  capital  tax  on  personal  chattels  which  (with  the  exception  of  live 
cattle  and  investments)  produce  no  income  except  such  as  is  incorporated 
in  the  profits  of  capital  employed  in  handling  such  property  in  trade,  mami- 
tacturing,  merchandising  and  other  forms  of  commerce.  Commodities  for 
consumption  of  which  the  great  mass  of  such  pi'operty  is  constituted,  are  in 
large  measure,  produced  and  consumed  in  the  interval  between  one  annual 
assessment  and  the  next.  The  amount  of  ca])ital  employed  and  the  losses 
or  profits  incident  to  change  in  the  markets  vary  from  month  to  month. 
These  irregularities  are  accentuated  by  exactions  fixed  according  to  arbi- 
trary valuation  without  the  application  of  any  principle  which  the  cor- 
poration or  film  emi)loying  capital  may  calculate  as  a certain  factor  in  the 
ousiness. 

These  industrial  and  commercial  establishments  are  organized  for- 
profit.  They  necessarily  keep  books  of  account  by  which  these  profits  arc 
ascertained  and  such  organizations  with  a minimum  of  inconvenience  and 
without  the  inquisitions  which  are  so  intorerable  to  natural  persons,  can 
make  the  returns  which  ai'e  required  by  law  for  the  imposition  of  the 
annual  tax  on  their  profits.  These  establishments,  especially  when  incor- 
porated by  law,  enjoy  special  privileges  and  immunities  which  properly 
subject  him  to  the  visitorial  power  of  the  state  and  from  which  visitations 
and  inquisitions  natural  persons  on  grounds  of  sound  policy  in  any  free 
country  should  be  exempt. 

A tax  on  profits  or  income  is  therefore  the  ideal  method  of  taxation  tor 
cor])orations  and  mercantile  and  commercial  establishments  employing 
capital  stock  in  trade  for  profit.  There  is  no  other  way  to  fairly  and  ‘Ef- 
fectively reach  the  profits  of  such  pursuits  and  no  way  to  tax  the  stock  of 
such  concerns  so  justly  as  by  a tax  on  the  profits  it  produces.  Such  a tax  is 
the  federal  corporation  tax  which  is  the  beginning  of  a sound  federal  policy 
to  subordinate  these  corporations  to  the  public  good.  If  the  policy  be  con- 
tinued as  it  ought  we  will  have  the  federal  taxing  power,  exercised  urim- 
arily  for  revenue  and  incidentally  for  the  encouragement  of  home  mami- 
factures,  the  regulation  and  diminuation  of  the  consumption  of  alcoholic 
beverages,  and  the  regulation  and  visitation  of  corporations,  ail  of  which 
subjects  require  the  supervision  of  the  federal  government  because  of  the*r 
international  and  interstate  character. 

The  corporation  tax  is  a tax  on  the  investments  of  the  stockholders 
paid  by  the  corporation  directly,  and  thus  saves  the  stockholders  from 
inquisition  into  their  private  income  and  affairs. 

The  capital  stock  of  corporations  organized  for  profit  and  doing  busi- 
ness in  the  United  States  according  to  the  returns  made  last  year  to  ' ae 
commissioner  of  internal  revenue  amounted  to  §52,371,626,752.  The  bonded 
and  other  debt  of  such  corporations  aggregated  §31,333.952,696.  This  d ^bi 
is  essentially  a part  of  the  capital  employed  by  the  corporations,  the  bon  is 
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re[)i  eventing  actual  capital  whereas  the  stock  is  in  too  many  instances 
composed  i)aitly  of  water.  The  only  difference  between  interest  to  the 
bond  holders  and  dividends  to  the  stockholders  is  that  the  interest  is  pre- 
ferr  *d  in  payment  to  the  dividends;  thus  becoming  essentially  preferred 
stoc  \ in  the  capital  of  the  corporation. 

The  net  revenue  of  such  corporations  for  tho  last  year  was  ?3,12o,- 
480,  KiU.  Annual  interest  on  the  debt  at  4 j)er  cent  (the  actual  figures  are 
not  at  hand)  would  have  aggregated  $1,253,358,000,  and  the  total  profits  of 
capital  in  corporations  divided  between  interest  and  dividends  amounts  to 
$4,3  '8,838,000.  In  any  rational  tax  on  the  profits  of  capital  employed  by 
cori  orations  or  others,  interest  on  bonds  or  debt  representing  borrowed 
capital  should  be  excluded  from  the  deduction  from  gross  revenues  and 
incl  uled  within  the  net  profits  for  taxation.  It  is  not  to  be  doubted  that 
Con  ;ross  may  levy  the  same  tax  on  the  profits  of  borrowed  capital  as  upon 
capital  stock  denominated  as  such.  And  there  is  no  greater  objection  to 
hav  ng  the  payment  of  interest  jneferred  to  the  pa>ment  of  dividends  on 
the  stock,  than  there  is  to  the  preference  accorded  to  preferred  stock  over 
common  stock  in  the  payment  of  dividends. 

If  the  $5000.00  exemption  were  repealed,  and  there  is  utterly  no  reason 
wh>  it  should  apply  to  corporations,  a tax  of  2 per  cent  on  these  proiits,  in- 
due ing  interest  on  the  debt,  would  have  yielded  over  eighty-seven  and  a hall 
mill  ons  of  dollars  for  the  last  fiscal  year.  The  tax  of  2 per  cent  on  a 
rev(  nue  of  5 per  cent  on  the  capital  is  only  a tax  of  1-10  of  1 per  cent,  or 
1 in  11  on  the  dollar  of  the  capital  actually  employed  by  such  corporations. 

The  government  has  not  exercised  its  visitorial  power  to  ascertain  that 
the  returns  made  by  corporations  are  correct.  It  is  likely  these  net  profits 
con  d be  increased  by  scrutinizing  the  deductions  from  gross  revenues 
whidi  determine  the  net  revenue. 

The  income  tax  is  certainly  the  most  efficient  and  satisfactory  means 
of  taxing  capital  stock  employed  in  business.  It  would  be  sound  policy  if 
sucIl  business  organizations  could  be  exempted  fiom  all  other  taxes  ex 
cep  ing  taxes  on  their  lands,  improvements  and  plants  and  such  municipal 
lice  ises  and  franchise  taxes  as  local  policy  shall  require. 

The  business  of  corporations  has  become  so  extensive  that  it  knows  no 
stat  ^ lines  and  the  attempt  of  the  states  to  tax  it  has  frequently  been  held 
invj  lid  by  the  courts  as  an  interference  with  interstate  commerce.  Con- 
trol ersies  are  frequently  arising  as  to  how  far  the  states  may  tax  the 
pro  >erty  and  stock  of  such  corporations.  We  have  now  the  beginning  of  a 
groi.t  federal  policy  looking  to  the  visitation  and  control  of  corporations  by 
the  constitutional  exercise  of  the  federal  taxing  power.  The  federal  gov- 
ern uent  collects  the  returns  and  statistics  which  may  form  the  basis  of 
botli  a federal  and  state  tax  on  the  profits  of  corporations.  Wny  should  not 
the  states  and  the  federal  government  co-operate  in  this  important  work 
of  the  taxing  of  the  great  wealth  of  these  corporate  organizations  for  both 
slate  and  federal  revenues?  The  federal  government  has  all  the  machinery 
for  assessment  and  collection.  Its  operations  are  as  wide  as  the  republic, 
and  there  can  be  no  escape  from  its  visitations.  Why  not  have  it  collect  ail 
the  revenue  from  this  source  and  divide  one-half  to  the  states  making  the  dis- 
trib  ition  according  to  population?  This  would  free  the  corporations  from 
\oci\  and  special  vexations  in  taxation  and  subject  their  great  jiower  for 
the  production  of  wealth  by  an  equitible  levy  to  the  burl-ms  of  govorn- 
mei  t.  Here  would  be  the  perfection  of  income  taxation  without  personal 


•24 


•mciiusitioii  and  exactions  and  without  breaking  down  the  strucnire  of  the 

constitution  by  ill-advised  and  impolitic  amendments. 

It  is  believed  that  this  represents  the  proper  limits  of  application  for 
the  principal  of  income  taxation,  under  American  law  and  policy— the 
capitalization  of  rents  for  the  assessments  of  land  and  a tax  on  the  n;>t 
profits  of  business  employing  a capital  stock. 


INTEREST  ON  LOANS. 

The  question  of  taxing  money  as  such  must  bt  approached  with  gieat 
caution.  Capital  is  timid.  It  is  easily  withdrawn  from  commerce  with  im- 
mediate consequences  of  distress  to  the  people.  Its  greatest  efficiency  tor 
the  public  good  is  attained  when  it  circulates  freely  to  facilitate  exchange 
and  activitv  in  business.  Certainly  money  as  such,  ought  not  to  he  sub- 
jected to  an  annual  capital  tax.  If  it  is  to  be  taxed  at  all  it  is  best  w tax 
transactions  in  w'hlch  it  passes— a tax  on  the  clearances  througu  the 
banks  would  be  an  effective  way  of  drawing  revenue  from  such  transactions 
- but  such  a tax  would  be  a hindrance  to  business  and  trade  and  open  to 
objections  for  that  reason.  Then  the  clearances  through  the' banks  are  so 
intimately  connected  with  the  operations  of  business  and  capital,  the  profits 
of  which  are  subjected  to  the  income  tax.  that  a lax  on  hank  clearances 
would  simplv  result  in  a diminuation  of  the  profits  of  business  otherwise 
ta.xed,  and  the  net  result  might  be  an  actual  diminution  in  the  tax  on 
profits  in  excess  of  the  amount  raised  by  the  tax  on  bank  clearings.  Then 
the  piofits  of  banks  and  firms  engaged  in  the  loan  of  money  would  be  in- 
cluded in  the  tax  on  the  profits  of  co’rporations  and  business.  The  business 
of  loaning  money  inirsued  by  a natural  person  or  association  of  persons 
should  be  taxed  according  to  the  net  profits  the  same  as  corporation  piofits 

are  taxed. 

As  to  taxation  of  debts,  evidenced  liy  bonds,  mortgages,  debentures, 
notes  evidences  of  indebtedness,  etc.,  the  universal  experience  seems  to  be 
that  any  tax  on  these  simply  has  the  effect  of  of  raising  the  interest  rate 
with  conse.'.uent  impairment  of  the  borrowing  capacity  of  business  cor- 

porations  and  hindi’ance  of  coimueice. 

Some  states  have  constitutional  provisions  which  prohibit  the  taxation 
of  mortgages  for  the  reason  that  such  taxes  simply  increase  the  interest 
rate  and  drive  capital  out  of  the  state.  (This,  however,  is  a matter  of 
state  policy.  There  is  a great  difference  bcTween  taxing  mortgages  \ield- 
mg  5 per  cent  by  a levy  of  2 per  cent  on  the  interest  which  only  amoniit.s 
to  1-10  of  1 per  cent  on  the  capital  and  assessing  such  mortgages  at  theii 
full  capital  value  and  laying  state,  county,  city  and  school  taxes  at  an  aggre- 
gate rate  of  40  mills  which  amounts  to  a practical  confiscation  of  the  in- 
terest.) . 

The  debt  of  the  I-nited  States,  amounting  to  a thousand  millions  of 
dollars,  is  by  law  exempt  from  taxation.  The  debt  of  state  and  municipal 
governments,  including  public  school  corporations,  is  of  huge  pro- 
portions. (It  is  thought  to  approximate  2000  millions.  It  was  reported  :U 
1906  at  1865  millions  in  excess  of  sinking  fund  assets.)  The  bonds  represent 
ing  this  state  and  rannipical  debt  and  interest  on  the  same,  under  one  of  the 
great  constitutional  decisions  of  Chief  .lustice  .lohn  Marshall  are  extunpt 
fiom  federal  taxation.  “The  power  to  tax  is  ihe  power  to  destroy."  Con- 
gress may  not  use  the  taxing  power  to  impair  the  public  credit  or  liorrowing 
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0 ipacity  of  the  states.  But  the  income  (ax  law  of  1894  made  no  exception 

0 the  interest  of  nuiniciiial  bonds  and  securities,  ind  this  was  one  reason 
w hy  the  law  was  declared  to  he  unconstitutional  by  the  decision  in  the 
Fillock  case.  The  proposed  amendment  to  the  constitution  by  which  it  is 
d rectly  intended  to  repudiate  the  decision  in  this  case,  authorizes  Congress 
K lay  direct  “taxes  on  incomes  from  whatever  scairce  derived,’’  thus  dis- 
n garding  the  exceptions  as  to  state  bonds  laid  down  by  Chief  Justice 
•Varshall  and  applied  in  the  Pollock  case.  For  this  I’eason  Covernor  Hughes, 
ii  a message  to  the  legislature  of  Xew  York,  recommended  the  rejection 

01  the  amendment  and  said; 

"To  place  the  borrowing  capacity  of  the  state  and  of  its  governmental 
ai.encies  at  the  mercy  of  the  federal  taxing  power  would  be  an  impair- 
ment of  the  essentia!  rights  ot  the  state,  which,  as  its  officers,  we  are 
b(  und  to  defend. 

“In  order  that  a market  may  be  provided  for  state  bonds,  and  for 
m .inicipal  bonds,  and  that  thus  means  may  be  afforded  for  state  and  local  « 

a(  ministration,  such  securities  from  time  to  time  are  exceptcnl  from  taxa- 
ti  <n.  In  this  way  lower  rates  of  interest  ar  pai.l  than  otherwise  would 
bt  possible.  To  permit  such  securities  to  be  the  subject  of  federal  taxation 
is  to  place  such  limitations  upon  the  borrowing  power  of  the  state  as  to 
m ike  the  performance  of  the  functions  of  local  government  a matter  of 
fe  leral  grace.” 

The  bonded  and  other  indebtedness  of  corporations  in  the  United  States 
is  thirty-one  and  one-third  billions  of  dollars.  It  would  be  interesting  to 
ki  ow  how  much  of  this  is  held  by  the  mutual  insurance  companies,  trust 
ccnipanies  and  building  associations  which  were  exempted  from  the  income 
ta  £ law  of  1894,  and  from  the  present  corporation  tax. 

It  may  be  admitted  that  an  income  tax  would  reach  some  of  the  in- 
to -est  of  debts  if  returns  were  honestly  made— but  this  is  the  fertile  held  ' 

to  ■ perjury  in  the  operation  of  the  income  tax.  And  is  it  any  wonder  that 
persons  who  have  a little  savings  or  money  which  they  have  accumulated 
by  the'  struggle  ot  years  resent  the  inquisitions  of  the  government  when 
th'y  know  that  deposits  in  postal  savings  banks,  government  bonds,  state 
bolds,  municipal  bonds,  school  bonds,  mortgages  securing  state  funds, 
national  bank  notes,  investments  by  mutual  insurance  companies,  trustees 
an  1 building  associations  in  railroad  and  industrial  bonds  and  real  mortgages 
ar  • all  exempt?  Why  make  fish  of  one  and  fowl  of  another  and  tempt 
th  ' citizen  to  commit  perjury  in  order  to  secure  exemptions  accorded  by 
la  V to  more  wealthy  and  favored  investors?  It  seems  that  sound  policy 
sh  Hild  not  place  the  railroads  and  other  public  service  corporations  which 
an'  performing  important  public  functions,  upon  any  less  favorable  position 
in  the  money  market  than  other  public  borrowers.  The  tax  on  the  profits  ^ 

of  the  business  of  loaning  money  will  fall  on  the  dividends  of  banks  and 
ev  ‘i-y  person  engaged  in  this  business,  and  there  is  no  need  to  carry  this 
in<  uisition  to  private  citizens.  Their  investments  in  corporate  stocks  and 
in  cor])orate  bonds,  it  is  believed,  may  be  reached  by  the  tax  on  corporation 
l)i<  (its,  which  need  not  exclude  interest  as  under  the  present  law.  Such 
bo  ids  have  the  same  privileges  of  corporate  investment  as  corporate  stock 
an  1 there  is  no  reason  why  the  profits  such  capital  produces  should  be 
dit  erentiated  from  that  produced  by  stock  denominated  as  such. 

But  if  transactions  in  money  creating  indebtedness  are  to  be  taxed,  it  J 

is  not  necessary  to  erect  a federal  inquisition  into  personal  and  private 
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affairs  to  accomplish  this.  The  government  may  readily  lay  a stamp  duty 
upon  all  such  transactions- and  really  the  only  rea.sonable  way  to  tax 
money  as  such  is  to  tax  transactions  in  the  same.  Men  don’t  keep  money 
in  annual  stated  amounts  like  other  property,  and  the  annual  income 
tax  presumes  that  they  do.  (However,  in  England  a large  number  of  the 
population  do  live  from  stated  incomes,  produced  by  investments  of  various 

kinds,  which  is  not  true  of  this  country.) 

Now  the  2 per  cent  tax  on  the  income  of  5 per  cent  bonds  would 
amount  to  10  cents  per  annttm  on  the  hundred  dollars.  It  is  a simple  matter 
for  the  government  to  require  the  use  of  stamped  paper  for  the  execution 
of  evidences  of  indebtedness.  The  stamp  duty  on  such  paper  could  be 
made  10  cents  for  each  hundred  dollars  and  for  each  year  of  the  obligation 
represented  in  the  bond,  debenture,  note  or  other  evidence  of  indebtedness, 
and  a requirement  that  such  contracts  be  executed  upon  such  stamped 
paper  would  forestall  any  evasion  of  the  stamp  duty.  But  such  a tax  on  the 
short  time  promissory  notes  taken  by  banks  would  be  a double  tax,  if  then- 
profits  are  otherwise  taxed.  And  then  such  taxes  are  burdens  on  the  free 
circulation  of  money  with  consequent  restraint  ot  trade  and  activitv  of 
capital,  all  of  which  it  is  the  duty  of  the  government  to  promote  and  protect. 

IV. 

WAGES  OF  LABOR. 

As  to  the  income  tax  on  wages  of  labor  it  was  the  intention  of  the  law 
cl  1894  that  these  be  exempt.  For  this  purpose  the  exception  of  $4000.00  was 
made.  There  is  a $5000.00  exemption  clause  in  the  present  corporation  law, 
but  there  is  utterly  no  reason  why  such  exemption  should  be  made  in  the 
case  of  corporations  and  business  establishments  which  work  for  profit  and 

not  that  they  may  live  as  natural  persons. 

It  may  be  admitted  that  a tax  on  incomes  would  reach  directly  ever.'. 

man’s  earnings  from  his  labor  or  personal  service  and  that  there  -Aould 
be  less  of  perjury  here  than  with  respect  to  the  interest  on  personal  savings. 
Adam  Smith  said  that  such  poll  taxes  were  a direct  tax  on  the  wages  of 
labor.  The  same  is  true  of  the  income  from  occupations  and  professions. 
Give  the  laborer  his  wage  and  give  every  other  man  his  wage  who  strives 
with  brain  and  brawn  to  do  his  work  in  the  world.  We  don’t  want  any 
federal  poll  taxes  in  this  free  country,  whether  each  man  be  rated  according 
to  his  income  or  otherwise.  Neither  for  laborers,  nor  clerks,  lawyers, 
doctors,  preachers,  artists,  judges,  managers,  superintendents  nor  con- 

gr©ssmGii. 

There  is  a direct  relation  between  the  standard  of  wages  and  the  stand- 
ard of  living.  Men  in  all  walks  of  life  live  up  to  their  income  from  per- 
sonal service.  The  poor  man  pays  his  taxes  when  he  buys  his  beer  and 
tobacco-he  can  pay  or  not,  just  as  he  pleases.  The  personal  earnings 
of  all  classes  bear  indirect  taxes  imposed  by  licenses,  excises  and  imposts 
and  this  money  is  incorporated  in  the  profits  of  merchants  and  the  rent  of 

houses  otherwise  taxed. 

After  paying  the  cost  of  living  the  surplus  of  personal  earnings,  if 
any,  is  invested  in  property  which  forthwith  becomes  subject  to  direct 
capital  or  income  taxes  as  the  case  may  be.  The  supporters  of  the  “Ossa- 
watamie”  platform  say  “the  graduated  income  tax  will  have  to  be  accepted 
if  the  experience  of  other  conservative  countries  proves  anything.”  Let  us 
away  with  these  exotic  schemes  and  with  steadfast  devotion  to  the  prin- 
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American  liberty,  exclude  from  our  shores  the  intolerable  extor- 


inquisitions  which  are  the  curse  of  "consc  rvative” 


countries  across. 


t le  sea. 

INHERITANCE  TAXES. 

Congress  has  power  under  the  constitution  to  law  death  duties  or 
i iheritance  taxes  on  successions  in  the  title  to  pioperty.  The  income  lax 
1 iw  of  1S94  contained  such  a provision — and  the  last  tariff  law  as  it  passed 
lie  House  of  Representatives  provided  for  inheritance  taxes.  About  one- 
talf  the  states  in  the  Union  have  memorialized  Ctmgress  not  to  tax  inheri- 
l uices,  but  to  leave  this  source  of  revenue  to  the  states.  If  the  constitution 
le  amended  so  as  to  permit  the  imposing  of  a dii*t>ct  income  tax  upon  all 
I ersoiis  in  the  United  States  any  such  law  if  enacted  is  sure  to  include  the 
i icome  from  inheritances,  which  is  an  inherent  part  of  the  English  scheme 
^ hich  it  is  persistently  sought  to  introduce  into  our  federal  practice  and 
1 olicy  of  taxation. 

The  inheritance  tax  does  not  impair  the  obligation  of  contracts  nor  vio- 
1 ite  vested  rights.  When  a right  of  property  once  becomes  invested  in 
tny  person,  the  constitution  denies  the  right  of  government  to  deprive  a 
1 erson  of  that  right  without  due  process  of  law.  These  vested  rights  are 
I ot  effected  by  laws  which  regulate  their  devolution  from  the  dead  to  the 
1 ving.  If  duties  on  succession  are  to  be  impo.sed  there  are  no  sound 
( bjections  to  making  them  progressive  with  the  amount  to  pass  by  in- 
1 eritance  or  discriminating  against  collateral  relatives  in  imposing  the  tax. 

But  nevertheless  the  conventional  right  of  a man  to  transmit  his  prop- 
i rty  to  his  children  has  strong  support  in  the  human  affections  and  in 
( riginal  patriarchal  institutions.  It  is  a great  incentive  to  industry  and 
the  perpetuity  of  family  life  which  is  the  one  great  support  of  organized 
i-ociety.  It  is  claimed  by  some,  that  the  protection  of  the  right  of  inheri- 
tance is  one  of  the  first  duties  of  society.  There  are  sound  reasons  to 
support  this  view.  But  if  there  is  one  thing  that  one  generation  owes  the 
1 ext.  it  is  the  training  and  education  of  youth  to  increase  its  capacity  for 
self  maintenance  and  equal  exercise  of  the  opportunities  under  the  law.  The 
support  of  public  education  is  admitted  to  be  one  of  the  prime  duties  of  the 
state.  It  entails  heavy  burdens  of  taxation.  The  proportion  of  state 
leveiuies  expended  for  education  is  not  less  than  the  proportion  of  federal 
levenues  expended  in  preparation  for  national  defense.  It  is  particlarly 
; ppropriate  that  moneys  raised  by  inheritance  duties  should  constitute  a 
Uind  for  the  support  of  the  common  schools,  and  if  this  practice  were 
: dopted,  the  tax  might  be  collected  with  less  dihiculty  of  evasion  and  re- 
: istance.  The  creation  of  such  a fund  would  be  an  inducement  to  contribu- 
lions  by  voluntary  donations,  bequests  and  devises.  It  is  higher  policy 
10  divert  private  benefactions  to  the  support  of  public  education  than  to 
( ncourage  the  diffusion  of  such  gifts  among  private  institutions. 


TAXES  ON  PERSONAL  PROPERTY. 

An  annual  tax  on  personal  chattels  on  a ca]>ital  valuation  or  income 
lasis  is  anomalous  for  the  reason  that  such  prop*  rty  (excluding  live  cattle 
; nd  investments)  produces  no  income  or  increas<*.  Such  articles  are  pur- 
. based  for  consumption  or  utility  and  represent  expense  and  not  income, 
; nd  people  naturally  resent  the  intrusions  of  assessors  into  their  homes 
o tax  their  expense. 

Such  chattels  as  are  not  at  once  consumed  in  the  ordinary  course  de- 
eriorate  from  day  to  day,  both  as  to  their  value  and  utility.  The  profits 
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nf  handling  articles  of  consumption  and  utility  in  the  transactions  of  mer- 
a . are  beat  taxed  b,  a tax  on  the  P^dts  ot  bustnesa 

licenaes  aa  the  caae  may  be.  A large  part  ot  each  proflts  go 
into  the  permanent  improvement  of  land  and  such  impiovemen  s a ^ 
"“e  l lo  l«nd  >«»■»»■  llou-ehokl  turoiture  may  beat  be  conardered  aa  tp- 
crSbribe  ten, Ola  of  b.n.aea,  etc.,  and  be  incorporated  in  the  tax  on  ,nc 
proveiiieiila.  The  probta  of  corriogea,  vebiclea,  etc.,  as  part  ol  the  capital 
nsed  in  trade  by  livery  Ueepera,  merchanta  or  othera,  are  taxed  in  an  income 

tax  on  the  proiits  of  such  business.  , 

A specific  tax  ..pon  autmobiles.  trucks,  wagons  and  carnages  aid  ^ 

cording  to  their  weight  or  estimated  wear  on  the  public  roads  would  be 
irood  tax  to  oe  covered  in  a fund  for  the  maintenance  of  public  roads. 

Taxes  on  live  cattle,  including  horses,  kine,  sheep  and  hogs  would  best  be 
laid  as  a specific  tax.  at  a certain  annual  sum  per  head.  A uniform  tax  wou 
promote  the  improvement  of  live  stock  and  would  not  lay  discriminating 
duties  on  those  who  devote  their  time  and  money  to  this  beneficial  work, 
often  without  commensurate  compensation  except  the  satisfaction  of  having 

(lone  beneflcient  public  service. 

TAXES  ON  PROFESSIONS  AND  OCCUPATIONS. 


Income  taxes  may  be  laid  on  the  income  from  particular  professions 
and  occupations.  This,  however,  ought  not  to  be  done  by  Congress  but  y 
the  states  in  cases  of  particular  local  exigency.  A poll  tax  on  each  person 
According  to  his  income  from  personal  labor,  art.  or  -uld  be  mor 

equitable  than  to  discriminate  against  certain  professions.  The  federa 
rovernment  nas  constitutional  power  to  tax  employments  and  professions 
S such,  but  not  to  lay  a general  capitation  tax  without  apportionment  among 

the  states. 

REFORM  OF  STATE  REVENUE  LAWS. 

It  is  generally  conceded  that  there  is  great  need  of  reform  in  state 
revenue  laws.  Any  progress  along  these  lines  is  sure  to  be  impeded  and 
the  work  of  correction  embarrassed  and  rendered  difficult  by  any  amend- 
ment of  the  federal  constitution  respecting  the  taxing  power  of  Congiesb 
Many  states  have  appointed  commissions  to  investigate  the  subjects  o 
state  taxation  and  contrive  a more  equitable  and  efficient  system. 
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PROVISIONS  OF  THE  INCOME  TAX  LAW  OF  1894  HELD  UNCON- 
ITUTIONAL  BY  THE  SUPREME  COURT  IN  THE  POLLOCK  CASE. 


in  the  rehearing  of  this  case 


See  the  opinion  of  Chief  Justice  Fuller 

in  158  United  States  Reports,  page  617. 

By  sections  2t  to  37  inclusive  ot  the  act  of  Congress  entitled  ‘'an  Act 
to  reduce  taxation,  to  provide  revenues  for  the  government,  and  for  other 
pi  rposes,’’  received  by  the  President  August  15,  1894,  and  which,  not  having 

b(  en  returned  by  him  to  the  House  in  which  it  originated  within  the  time 


prescribed  by  the  constitution  of  the  United  States,  became  a law  without 
ai:i>rovai,  (28  State.  509,  c.  349,)  it  was  provided  that  from  and  after  Janu- 
ar.-  1,  1895,  and  until  January  1,  1900,  '*  there  shall  be  assessed,  levied,  col- 
le'  ted,  and  paid  annually  upon  the  gains,  profits  and  income  received  in  the 
preceding  calendar  year  by  every  citizen  of  the  United  States,  whether  re- 
si(Jng  at  home  or  abroad,  and  every  person  residing  therein,  whether  said 
gains,  profits,  or  income  be  derived  from  any  kind  of  property,  rents,  inter- 
es ;,  dividends,  or  salaries,  or  from  any  profession,  trade,  employment,  or 
vc  cation  carried  on  in  the  United  Staes  or  elsewhere,  or  from  any  other 
so  irce  whatever,  a tax  of  two  per  centum  on  the  amount  so  derived  over 
ai  d above  four  thousand  dollars,  and  a like  tax  sliall  be  levied,  collected, 
ar  d paid  annually  upon  the  gains,  profits  and  income  from  all  property 
o\  ned  and  of  every  business,  trade,  or  profession  carried  on  in  the  United 
Stites  by  persons  residing  within  the  United  States.”  .... 

"Sec.  28.  That  in  estimating  the  gains,  profits,  and  income  of  any  per- 
so -1  there  shall  be  included  all  income  derived  ti'om  interest  upon  notes, 
pr  ncipal  and  interest  of  which  are  by  law  of  their  issuance  exempt  from 
al  federal  taxation;;  profits  realized  within  the  \ear  from  sales  of  real 
es:ate  purchased  within  two  years  previous  to  the  close  of  the  year  for 
w.iich  income  is  estimated;  interest  received  or  accrued  upon  all  notes, 
\)i  id  or  not,  if  good  and  collectible,  less  the  interest  which  has  become  due 
fr  tin  said  persons  or  which  has  been  paid  by  him  during  the  year;  the 
ai  lount  of  premium  on  bonds,  notes,  or  coupons;  the  amount  of  sales 
of  live  stock,  sugar,  cotton,  wool,  birtter,  cheese^  pork,  beef,  mutton,  or 
ot  ler  meats,  hay.  and  grain,  or  other  vegetable  or  other  productions,  being 
th?  gorth  or  produce  of  the  estate  of  such  person,  less  the  amount  expended 
in  the  purchase,  or  production  of  said  stock  or  produce,  and  not  including 
ai  y part  thereof  consumed  directly  by  the  family;  money  and  the  value  of  all 
ptrsonal  property  actiuired  by  gift  or  inheritance;  all  other  gains,  profits 
ai  d income  derived  from  any  source  whatever  ex(  ept  that  portion  of  the 
salary,  compensation,  or  pay  received  for  services  in  the  civil,  military, 
lu  val,  or  other  service  of  the  United  States,  incliid  ng  Senators,  Represent- 
at  ves,  and  Delegates  in  Congress,  from  which  the  tax  has  been  deducted, 
aid  except  that  portion  of  any  salary  upon  which  the  employer  is  reciuired 
by  law  to  withhold,  and  does  withhold  the  tax  and  pa>  s the  same  to  the  officer 
ai  thorized  to  receive  it.  In  computing  incomes  the  necessary  expenses 
a(  lually  incurred  in  carrying  on  any  business,  (u  cupation,  or  profession 
shall  be  deducted  and  also  all  interest  due  or  paid  within  the  year  by  such 
pt  rson  on  existing  indebtedness.  And  ail  national,  state,  county,  school, 
ai  d municipal  taxes,  not  including  those  assessed  against  local  benefits,  paid 
w thin  the  year  shall  be  deducted  from  The  gains,  jirofits,  or  income  of  the 
pt  rson  who  has  actually  paid  the  same,  whether  such  person  be  owner, 
teiant,  or  mortgagor;  also  losses  actually  sustained  during  the  year, 
innirred  in  trade  or  arising  from  fires,  storms,  or  shipwreck,  and  not 
c(  mpensated  for  by  insurance  or  otherwise,  and  debts  ascertained  to  be 
w u’thless,  but  excluding  all  estimated  depreciation  of  values  and  losses 
w thin  the  year  on  sales  of  real  <*state  purchased  Within  two  years  previous 
to  the  year  for  which  income  is  estimated;  Provided.  That  no  deduction 
shall  be  made  for  any  amount  ]>aid  out  for  new  liiiiklings,  permanent  im- 
pi  avements,  or  betterments,  made  to  increase  the  \alue  of  any  i)roi)erty  or 
estate:  Provided  further.  That  only  one  deduction  of  four  thousand  dollars 

shall  be  made  from  the  aggregati*  income  of  all  the  members  of  any  family, 
cemposed  of  one  or  both  jiarents,  and  one  or  more  minor  children,  or 
w mds  are  comprised  in  one  family,  and  have  joint  proiierty  interests,  the 
aggregate  deduction  in  their  favor  shall  not  exceed  four  thousand  dollars; 
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And  provided  turther.  That  in  cases  where  the  salary  or  other  compensation 
paid  to  any  person  in  the  employment  or  service  of  the  I nited  States  shall 
not  exceed'^  the  rate  of  four  thousand  dollars  per  annum,  or  shall  be  by  tees, 
or  uncertain  or  irregular  in  the  amount  or  in  the  time  during  which  t e 
same  shall  have  accrued  or  been  earned,  such  salary  or  other  compensation 
shall  be  included  in  estimating  the  annual  gains,  profits,  or  income  ot  ine 
person  to  whom  the  same  shall  have  been  paid,  and  shall  include  that  poi- 
tion  of  any  income  or  salary  upon  which  a taxe  has  not  been  paid  by  the 
employer,  where  the  employer  is  required  by  law  to  pay  on  the  excess  o\ei 
four  thousand  dollars:  Provided,  also.  That  in  computing  the  income  ot  any 
person,  corporation,  company,  or  association  there  shall  not  be  included  the 
amount  received  from  any  corporation,  company,  or  association  as  dividends 
upon  the  stock  of  such  corporations,  company,  or  association  it  the  tax  oi 
two  per  centum  has  been  paid  upon  its  net  profits  by  said  corporation,  com- 
pany, or  association  as  required  by  this  act. 

“Sec.  29.  That  it  shall  be  the  duty  of  all  persons  of  lawful  age  having 
an  income  of  more  than  three  thousand  five  hundred  dollars  tor  the  taxable 
year  computed  on  the  basis  herein  prescribed,  to  make  and  render  a list  or 
return,  on  or  before  the  day  provided  by  law.  in  such  form  and  manner  as 
may  be  directed  bv  the  Commissioner  of  Internal  Revenue,  with  the  ap- 
proval of  the  Secretary  of  the  Treasury,  to  the  collector  or  a deputy  collector 
of  the  district  in  which  they  reside,  of  the  amount  of  their  income,  gains, 
and  profits,  as  aforesaid;  and  all  guardians  and  trustees,  executors,  adminis- 
trators, agents,  receivers,  and  all  persons  or  corporations  acting  in  an> 
fiduciary  capacity,  shall  make  and  render  a list  or  return  as  aforesaid, 
to  the  collector  or  a deputy  collector  of  the  district  in  which  such  person 
or  corporation  acting  in  a fiduciary  capacity  resides  or  does  business,  of 
the  amount  of  income,  gains,  and  profits  of  any  minor 
whom  they  act,  but  persons  having  less  than  three  thousand  five  hunditd 

dollars  income  are  not  required  to  make  such  report;  and  ^ 

deputy  collector  shall  require  every  list  or  return  to  be  verified  b>  i u 
oath  or  affirmation  of  the  party  rendering  it 

amount  of  any  list  or  return  if  he  has  reason  to  believe  that  the  same 
is  understated;  and  in  case  any  such  person  having  a taxable  income 
shall  neglect  or  refuse  to  make  and  render  such  list  and  return,  oi  shall 
reSder  a .IlfSly  false  or  fraaduleat  list  or  retarn  It  sltall  do  the  duty 
of  'the  collector  or  deputy  collector,  to  make  such  list  accoiding  to  ti  e 
best  information  he  can  obtain,  by  the  examination  ot  such  person,  oi 
anv  other  evidence,  and  to  add  fifty  per  centum  as  a penalt>  to  the 
amount  of  the  tax  due  on  such  list  in  all  cases  of  wilful 

make  and  render  a list  or  return;  and  in  all  cases  ot  a wiltulb  false  o 
fraudulent  list  or  return  having  been  rendered  to  add  one  hundred  pm 
centum  as  a penaltv  to  the  amount  ol  tax  ascertained  to  be  duo  the  tax 
and  the  additionas  ‘ thereto  as  a penalty  to  be  assessed  and  collected  in 
the  manner  provided  for  in  other  cases  of  wiltul  neglect  or  refusal  to. len- 
der a list  or  return,  or  of  rendering  a false  or  traiidiilent  return.  A 
proviso  was  added  that  any  person  or  corporation  might  show  that  he  oi  Us 

ward  had  no  taxahlo  income,  or  that  the  aamc  --'f 

and  the  collector  might  exempt  from  the  tax  for  that  xeaK 
or  company,  corporation,  or  association,  feeling  aggrieved  h>  the  de- 
cision of  the  deputy  collector,  in  such  cases  may 

the  district  and  his  decision  thereon,  unless  reversed  b>  the  Commiss  onei 
of  Internal  ’Revenue,  shall  be  final.  If  dissatisfied  with  the  decision  ol  the 
collector  such  person  or  corporation,  company,  or  association  ma.v  submit 
S case  wUh  all  the  papers,  to  the  Commissioner  of  Internal  Revenue 
for  his  decision,  and  may  furnish  the  testimony  of  witnesses  to  piove  aii\ 
relevant  facts  having  served  notice  to  that  effect  upon  the  Commissioner  o 
Internal  Revenue,  as  herein  prescribed."  Provision  was  made  tor  notice  ot 
time  and  place  for  taking  testimony  on  both  sides,  and  that  no  iienalt.v  sliou  d 

be  on  incomes  were  made  payable  on  or  before 

July  l’  of  each  vear,  and  five  per  cent  levied  on  taxes  unpaid,  and  interest. 

(The  provisions  respecting  the  gains  and  profits  of  corporations  were 
re-enacted  and  form  part  of  the  present  corporation  tax  law.) 
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